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OZAPTTR I 


TEE PROBLEM ehD HISTORY 


THS PRORLIN 
Statement of the probles. 

It is the purporos of this atudy to conpare the retirement 
systems of the arzec forces with thoes in business and industry in order 
to: (1) identify the purposes, salient cheractoristies, and benefits in 
@och; (2) identify the trends in civilisn systems; (3) appraise the 
retirement systems of the armed forees, giving consideration to the 
interests of the personnel, of the gevernment and of the public; end (4) 
propose improveaents to the retirement system of the military establish- 


ment. 





Firat, as in any study favolving a consideration of date 
thet are spread throuczh an extensive field, «a major problem ia the 
securing of a representative sacple of these data. ith the armed 
Torees, no serious difficulty is involved because of the limited number 
of orgenizetions to be considered, and because of the close similarity 
of provisions for retirement among the three services. However, in the 
field of business and industry, it hes recently deen estimated that there 
are over nine thousend retirezent plens.? In addition, there ure a larce 
number of employee benefit plans, usually insurance plana, covering 
Giaabdvility anc desth benefits. Next, there are differences batween th 


two organization categories that do not lend themselves to compsrison on 


1 reuse . 
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acy basis approsching queatificetion. These include principally (1) the 
conditione of service (for example, what consideration should be given 
to the "migratory existence” asd the hours of service of members of the 
armed forces?),* (2) the tenure of position (how does the iastability of 
employment cf the busineseman and the industriel worker dus te business 
cycles compare with that of servics personnel caused by foroed sttrition 
in the promotion syatem end to cut-backs in the size of the ailitary 
establishment?), end (3) the crucial nature of mission (to what decres 
do the importance of miasions differ, and what consideration should be 
given in the setting of armed forces retirement provisions and the 
granting of benefitse?). The bearing of such mstters upon a comparative 
atady is apprecisted, and it should be recognized that they are factors 


that are difficult to weigh. 


reance of the stud 





Todey there sre frequent references in the ceily newspaper 
to adoption of new pension plans and modification of old plans. Those 
teatify to the inportant role that the subject of retirement plays in 
todey'a industrial world. Strikes, often threatened and frequently 
executed, testify that this isa currently en importent issve. Ir 1948, 
the Kationel Labor Relations Board, in the oase of the Inlend tee) 
Company, ruled that exployers must bargain collectively on pensions, 
health and welfare benefits. Congressional coxsideration of emendments 
to the Social Security Act attest the cational significance of seaurity 
in old age end disability.4 Passage of the “Career Componeetion Act of 


1949" demonstrates sctive interest by the government in retirement lews 
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3 
effecting the armed foress. Enactment of this lea, coveriag both services 
compensation and Gisability retirement, was preceeded by a number of 
studies and extensive hearings on wll phasea of military retirement. 

Only wide differences of opinion on certain phases of retirement and the 
urgent need for sinizua legialstion accounts for the failure to include 
all types of retirement. GSuperannustios, foreed, and “voluntery” retire- 
mest, finaneing and adsinistration of tha rotirement systeme within the 
militery establishzent continue to be @ subject of Congressional study. 
Aa in the conalderction of much lesgisletion involving the expenditure of 
government funds for programa included under personnel] management, the 
question recurs, ‘How does this proposal compere with practice in 


buginess and indusetry?* 


Dato and methods used. 


As indicated above, the fleldéd of industrial retirement 
aystems is an extensive one beasues of the number of plena involved. 
Also, among individual plans there is an oxtremely wids variation in 
provisions for retiremest benefits, veating, contributions and other 
factcra. Therefore, the writer sought data which aight provide 
information more representative of industrial practice than would a 
necessarily small sacple of individusl plana. Information of thia tyye 
wes found is the form of four separate aurveya conducted by one author 
and tws lerge orgezizetions: a survey of 269 retirement plens conducted 
by the Bankers Trust Company of Kew York, separate analyses of 376 group 
annuity plens® and of fifty employee benefit plana in the steel) industry, ’ 


and a survey of 612 retirenent plans by Hugh o'weil1.® Although 
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individual compeaszy plans will be used for suppleaeatery purposes, data 
derived from the esbove sources will be used primerily is direct 


atatisticsl comparisons. 





In 1948, J. 2. Mackroth at this university, preaented a 
theais in which he nade a study comparing the retirement systea of the 
United States Kevy with «systems in the Federnl civil service, the State 
of Ohio civil service, the Foreign Services of the State Department, and 
soeial Seeurity.? The present atudy may be corsidered on extension of 


the above compsrisons into the business and industrial fields, 
HISTORY 


It ig known that pensilona were grented to militery personnel in 
the duya of the Roman Zmpire, 1° but in those early days of history, up 
through the communal and feudal eras, there was littlia need for security 
plens covoring the population st lergs. Man's life lay eclosa to the 
goil, end from birth to death ho drew his subsistence directly from tke 
land. In vain old ege, he was cared for and supported at home by the 
younger generation. His position in society was usually fixed from 
birth, Gepending upon the clase into which he was born and cach clase 
was responsible for the xalfere of the class just below it. However, 
with the advent of the industrial system, his position underwent a social 
ang economic changes. From then on his position in economy wes based, not 
On statue in a hierarchy, but on individual contract in employment. 22 


Eeonomically, he was now dependent upon wages to provide him with the 
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escentiels of life. then exploysent ceased, life, or at least the 
standard of living, was endengored. It wag to meot the needs of this 
now predicament that large-seale pension plans cane into baling. In the 
years since the beginning of the new era, incgustry haa soer provision 
meade for the pon-enployable through charity, toth pudlie and private, 
and through savings, beth voluntary and compulsory. Ags with many social 
reforms, the developmest of formal retirement plans seena to heve 
originsted with government. In 1810, « formel retirement plan was 
adopted for Britieh elivil servants. 24 A retirement system was developed 
for Swiss wehool teechers in 1839.1" In 1852, the English adopted « 
ples for military personnel. !4 & contributory retirezent syater waa 
adopted in Garman iadustry ina 1860, Wurrey Latimer mentions recorés 


eof pensions being granted to slaves in the United states, 26 


Gne sethod of providing for superannuated and diastiled 
employess is still in usa today, although to « lesser cagree than in 
years past. This is the provision of lower psié jobs whose requirements 
can de met by the exzployeo of decresaing or raduced capabilities. 
Exasplea of auch provision sre in the fillines of positions as watchsen 
and gatekeepers by employess no longer sable to moat the physical or 
mental requirements of formerly held jobs. Also, in the ninstoenth 
century there were numerous informal pension plans, in which a formor 
employee might be provided for through the disbursement of company funda, 
Gependigg on business corditions and the whims of the employer. Murray 


Le@etiner, in a very therough study of industrial retirement plana in the 
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6 
Vnited States and Caneda, notes that the first formal retirement system 
on the American continent was that of the Grand Trunk Railway of Canada, 
adopted in 1874.27 It was a contributory system (for the clerical and 
indoor staff entering service before the age of thirty-seven) under 
which employee and employer each contributed 25 per cent of sslary and 
retirement was permitted at tho age of fifty-five with an acaval benefit 
equal to one sixtieth of pay at time ef retirement multiplied by the 
number of yesre service, Frith a meximum of two thirds of finel pey. In 
1875 the American Express Company insugurated @ non-eontribdutory syatem-® 
The Baltimore and Ohio Rallroad ineuguroted a contributory plan ins 1880, 
The first formal plan in the manufacturing industry was initiated in 1882 
vy Alfred Dolgs, a New York felt menufacturer, His company, however, 
failed in 1698 and 1t was not until 1901 thet the Carnegia Steel 
Corporation inaugurated the first enduring plan in the manufacturing 
field,” Leading the way in the development of retiremest plans were 
the railway, etecl, cublic utility, ené ofl] companies. Indioative of 
the extension of coverage of employees in the rallrosd industry in the 
United States are the following figures: in 1890 approximately three 
per eont of sll rsilroaé employees were covered by retirement plans, in 
1900 eleven per cent, in 1910 fifty per cent, in 1920 seventy-six per 


a Sinee the letter date the 


cent, and in 1927 eighty-two per cent. 
federal government has taken contre) of retirement in this field under 
the Railroed Retireuent Aet of 1935. 

Overall growth of plans in busizeas snd industry ia indi~ 


eated in the following list of plans adopted up to 1929: 
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1874 to 1906 - 12 plans adepted 


19601 to 1905 24 dlans adopted 


1906 to 1910 


30 plans edopted 


1912 to 1915 191 plans adopted 


1916 to 1920 - 120 plans sdopted 


1921 to 1925 72 plens adoptod 

1926 to 1929 - 59 plane adopted 
Of these 418 plans, 397 remained in 1929. Treasury Depertment date on 
plens approved by the Burasu of Internal Revenue indicate rapid crowth 
in later years.~> 517 plane were initiated from 1930 through 1939. In 
1940 and up through August 1942, 843 plane were initiated. Over four 
thoussnd plens were initisted in the following twenty-eight mortha, 
through 1944. By the close of 1946 a total of approximately seven 
thousand plans hec been ineugurated. As previously indicated, a total 
of about nine theusend retirezent plens ere now in operation. (Lest 
these numbers prove saislesding to ths reader, it should be noted that 
the totel number of corporations in the United States approaches five 
hundred thousand). 74 Prineipeal causes of the radical increass in 
nuabers of plans during the recent wer yoara were three in number: 
(1) the allowsnce of corporation ineome tax deductions for profita 
transferred to approved pension plana, (2) the high excesa profits 
tax rate curing these years, and (3) the freezing of wages, inclining 
ezployersa to attract and hold exployees through other forma of 
compensation. 


The O14 Age end Survivors Inevranes (Jocetal seeurity) end 


Safewie eyeicg SI + OOH ae eC > 
SedwOts wert JS eo ce | 
wreote emiy OC ~ LENE oF GORE — —— 
Seen aeniy CEL = GIRS 08 OI 
. Reagete weele SY « ORL oe EL —s 
ee = 082 or SE” 
nani Ae eelaee 
ce i et 
at cmesddiennbatie cant aets 
wel cevd =. betderetet ever aonle Ga cate 
tines ate lm tisewt eminent (ot eff a2 tepeifios a 7 
| ‘We Sasa 6 4405 40 quehs ea 
sevee yleteaizcnygs a — 
=. peemecizes henkomdy ain 
feel) .aOtveege 62 her ovr aeely = 
vere bower od NTS 
ASTOR. Fete Se 8 ee re 
= canitet wad We cmeoes ieyiediet . | 
a a nen 
Et Lory Wet ea0ltecded sed anmnal wht Joumyene — 
coi-ery eros mete wer (5) ee wr 
eaiciinct ,comer Se eeteeet? ea? (ZT) bap ieitom SS 
Se sev) tefde gaec ds omega low ted 


a 
















Dod - 


on 
foe eee 615 
om (freee Depree| qeerieed) eveenree 





Railroud Retirement systems, aduinistered by the federal government, 


also provide for industrial workers. 


Armed Forces.” 


"VYoluntery” retirement for military personnel, contrary to 
the belief of many, although initieted at the raquest of the menver of 
the militery establishaert, may not be effected without the approval of 
the Jecretary of the depsrtment concerned. Guch epproval is usually 
giver only on grounds thet will be of benefit to the government. From 
ite inceptiog in 1855, voluntary retiresent has been closely sssocieted 
with the maintecsrnce of « promotional system and hes developed into an 
inducement in the recruitment and retertion of personnel. An ect of 
1855 provided that naval officers of certain gredos could be placed on 
a “Reserve Llist* with sithor leave of esbsencs pey or furlough pay. A 
"Retired List” was established in 1857, marking ite first eppeerance on 
Federal statutes. ith the sdvent of the Civil Wer more attention was 
paid to the dispossl of supsrannusted officera who, though no longer fit 
for service (some were over eighty yeers old), were nonetheless holding 
dowa active duty billets. 30 in 1861 legisletion was onscted, covering 
both the Army and the Navy, which provided for voluntery retirement of 
officers at seventy-five per cent of active duty pay after forty yesrs 
of service. This legislation failed to eliginate the “dead wood” 
probles of the services end by 1899 the service requirement had been 
recguced to thirty years and provisions hed been extended to include the 
enlisted personnel of both branches. In 1916, the Davy's Flest Reserve 


systen was established whereby enlisted amen sould apply for transfer to 
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inactive status after sixteen years service, In 1925 the service 
requirement was increased to twenty years. Twenty year retiressnt for 
enlisted peraonnel of the Army was euthorized in 1945. In order to 
reduce a serious husp is the officer ranke of the Army, caused by the 
influx during the firat Yorld Yar, retiremect of officera with fifteen 
years service at the rate of 2) per cent of base pay (24 per cent times 
years of service times finnl pay) was authorized in 1935. Yor a similar 
reason, notwithetanding a previously initiated promotion system involv- 
ing foreed retireasrt, similar legislatien wae enacted for the Navy in 
1938, but with s twenty year service requirement. Public Lew 305, in 
1945, brought all services into uniforsity for both officsars and 
enlisted personnel, suthorizing requested retirement efter twecty years 
service, at a rate of pay of 24 per cent of base pay per your of service, 
if approved by the Secretary of the service concerned. Requests of 
enlisted personnel for retirement under this lew sre elmost invariably 
approved. In ths case of officers, however, approvala of requests ere 
tow. 

Forced retirement is effected a8 s coneequence of failure 
of selection for tho next higher rank or because of heving reached the 
statutory ege limit, and applies only to officer personnel. ‘Supsr- 
acsnuation retiremert was introduced in 1861 as part of the sama legis- 
letion soted above, mith an age limit of sixty-two yeurs. This was 
later extended to sixty-four reure and then, recently, egsin reduced 
to siaty-two yeurs. Fromotion systoms, designed for the purpoae of 
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10 
commissioned ranks, were introduced relistively late in service pistory. 
In 1899, & “selection-out” system was enacted in the Navy with the 
introduction of “plucking” bosrds which selected for forced retirement 
eertain prescribed numbers in the various ranks is order to s@intein an 
adequate flow of promotion. Thia procedure was ehanged im 1916 with the 
adopticn of a “selection up” syatem for captains, commanders and lieu- 
tenant commenders, under which those who failed of selection were forcsd 
to retire upon reaching certain age limite, at the 2. per cent retire- 
gent pay rate. The Officer fersonnel Act of 1947 extended the Navy's 
promotion systez to the Army and the Air Foros. Yromotion through 
selection was applioeé to all except the lowest officer rank, and forced 
retirement for those "paseei over” was set up on a years service basis. 

Digability retirement was initiated in the eurly sonthe 
of the nation's hietory with the passage of a lew in 1776 providing for 
the retirezent on half pey of personnel, officer and enlisted, disabled 
in line of duty .26 Subsequent legisiation indicates thet this ect 
expired in time, for in the lew of 1861 provision wes made for the 
dieebility retirement of officers on seventy-five per cent of active 
duty pay acd in 1867, legislation applicable to nevel enlisted personnel, 
provided for hulf-pey disability retirement after twonty yeersa service 
and for disebility assistance from the Navel Pension Fund efter ten youre 
aervice, in 1941, disability retirement provisions were extended to 
enlisted persoonel of the Army, The "Career Compensation Act of 1949" 
set up uniform disability legislation for officers and enlisted per 


sonnel, */ For these with a disability of thirty per cent or sors, as 
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12 
deterzined under the Veterans! Adainiatration atenderd rating, retire- 
eect may ve effected at either a rate equel to the disability pereentere 
or at the 24 per cent tines yesrs of service rate, at the choise of the 
individusl. For those with a disability of lees then thirty per cent, 
severance pay (two months active pay por yeur of service to s maximum 
of two years psy) is provided, except that those with twenty or more 
yeare service may rotire et the 24 per cont rate, 

An interesting form of remuneration, not classifiable 
under any of the ebove types, was thet provided by en act of 1778 for a 
pension et one half pay for seven years for all officers remaining in 
service until the enc of the Revolutioaary var, 78 This is a vivid 
example of ceferred compensation used for the sole purposes of “holding 


the employes”. 









(eer rey ENT Re ae eet > eenlewende 
ed 
oe 0 Le FEET Cubs FFLe bre 
lt ame iy a at te waows. 
ohm Aseess tah items te 
¢ OS OL te wee ot Wt Ses ee ee oe 
ri ERRAPAReT Gees hYe De eal wtney ene 0? wee tH 
eee eee ee ee 
palhind? We emery Ole | 


12 


CHaAFTtR It 


THE PURPOSES CP ANT THE PAYRERT FR ROVIREMAT SYSTL'G 


PURFOSS 

Hetirement systess provide edvactages to three broed sroups in 
the modern comnunity. Esch of the three, with the passage of tine, hes 
evinced an increasing interest in this subject. First, the employer 
(menagesent, the stockholders, the covernment) hes found thet herein 
lies en effective meens of increasing productive efficiency, so 
essential to the security of any lsrge seale enterprise. Second, the 
Stployee (the executive, the machinist, the soldier) finde in retiremant 
ayetems one meune of insuring himself, end of course his depencente, 
agsingt the day when throveh accident, dissaze, or natural deterioration 
of mind aod body, hia services to the comaunity can no longer demand a 
living wags. Third, organized society by virtue of its self-interest in 
the well-being of humanity finds here an orderly, reagcaably reliable 


and self-respecting meang for the alleviation of humen suffering. 


The employer. 


Until recent years, sysatens of retirement have usually 
originated with the employer, Uapecially in industry, this sratis 
distribution of cepital has not been made through the “goodness of 
heart” of the employer, but rather through an appreciation of cartein 
acventages to hia. A few industrial plans recognize this fact in 
literaturo issued to employees. A large public utility corporation 


notes thet without a retirement plen, ”. . . there would be a slowing 







“ 
—— . oa“ 


— — = eS = m 
ome Yruectve ir, eee bey fm 0 Gore 
-» « | > = —_ —_— <——-. 





—_— —a 
4d AeLeD Cored watt @h 
om panto We were eet Cdr perelt ow be spe 
eiges GAY ,rReIT eee LA 81 
Sheryd tagd Rapeh pen | teenmmere +4) | penPinddoote pee 
Oh (ERNIE 28k rege, i 
femme ee reTee Re Ore em oe 
eee ee ee eT 
Seed 618 femeee ome Vier et be rrered 
Mee Ete LET Ree Sp eRewEs® \smmd inte inert ade 
ee te A A OM 6 eve ole hod Be 
OP Rem rei-Vice oft Ve gered of shelter fmekemer bk vege 
eoLai et [Lt ramet (pierre ov mee art! pio 
<et nee Genet Gr Rekrnsret ce ee) Ol) vem 










~ 


A 
= * 


7) 
2 ? 
se - 
- 


sliaw’! em feelin | tent . «tery foe kde 
one ee ae 
~<a A Hea Ged ser oad Leelgar Tw 
aie te tlio + eee een ow eoqeloee oan Oe FN 
oo ree) whee Geer eee: Jetrreeed ost cntf of - 
cote Th he ol ee wre! |) semewnione 66 Amend o 
omy © ow Lite wwe. 6 6” pele dition © dndatip Fuae 











a 





ae 


i. 


13 
down of the telephones team az a whole anc inpairzent of the telephone 
service,” A large eutozobile manufacturer, presenting his retirement 
plan to employees, writes, “It is therefore essential to any busizness 
that those of its people whose days of usefulness ere Geclining be 
repleced by others younger and more vigorous,"* The raport of the 
Hoover Commission refers to tre desien of retirement systems for covern- 
ment organizations in order te, *. . . attract and hold qualified mens 
anéd women...” and further remarks thet, "Attention is focused on the 
efficiency of the organization, as is notably the case not only in the 
armed forces . . 03 Following are what are considered to be the four 
principal purposes of retirement systems: 

Elimination of the aupsrennuated,. 

Tnoss who, because of deoolining physical end sextel 
porformence, caonct perform at normal efficiency adversely effect the 
overell orgenizstional efficiency, Aside from sccident hezards in 
certain types of work, the retention of superennuated amployees say be 
considered to represent a loss equal to the difference between the 
salary paid them end the emount actually earned, es represented by their 
eontribution to production. Thie factor assumes even greater importance 
la en orgenizetion's top menagemont. Frequestly, personnel whose 
ectivities demené sore extensive and srduous physical effort ars per- 
mitted earlior retirement than othera, in appreciation of the earliar 
age et which physical capacity commences its decline. 

Elimination of the disabled, 


The benefits of sliminating the G@laabled erployse 




















u 
“AS OU We ernest OAM 2 Os and SemmETOE ond 20 
Hr 18 nd pmnny vomrertom sLdmmotes QyEns + we 
ee fer ee Tales coeteerds of 10 paeeter 

+ kare me owe ero Wo ered cme cheney 614 Te os 
oe te ere tO erent pee ot 
oe) ers pemmey iie |e mibant nar 
—<“=: eile fied he fees. - .* Mer wa 

Ol WS Seema «f Di peree? (58 serene sete cee G . 
it 3) pie eet ae Oe Gikeee fe Oe 
vo? 908 0 «5 Soe@ions «as ce ew cmmiba f, 

° er? Teme ore 


, 


lee mee dombewiy gui aiind Vo wet pa eocet 
end Seale Qowaete qualnit™ taro yy vier: ieee 
a) apymed smeéires perl tet = 6eeeri 
Ot We tel eee (6 eee ew oeee Be 
wad weemene ese ™1i> 668 ot Ley bee 
siedd 9 et remne~ent ae peweee siloweme tums Of? ue sebd 
oo erte al Wee ate eommeme ternal + ud’ mtrndon « 
os teeee clegeys § -semme eed 


Tere crete Lachey amine bak Okan rue Ret 








comnisew sebsnasd 067 Gocoemastie to caitesse at 


14 
ere similar to those discussed above, Unless the minimum physical 
atandsrds for efficient performance are met, thea productive efficiency 
of the organization may be expected to suffer, In industry, those who 
ares only partially diaabled may often continue in the same positions; 
others, as secessacry, may be provided employment with lesser physical 
requirements. The arsed forces demand of a1] their persoane] an ox- 
tremely high physical standard of performance, regardless of imnediete 
duties, beceuse of the basic mission of the orgenizeation. However, 
eareful classification of positions may reveel a number which could be 
filled by persons with less then complete physical fitsesa, 

Attract and hold employses. 

As early es 1918 Lewin MYerion, writing on the 
retirement of public exployees, said, *. . . men who would not compete 
for the salary alone will compete for the galery plua the promised 
benefits. . . Men once in the service who weuld resign if there were 
no benefits will be held beceuse of thom." The late Geeretary of 
Defense Jenes Porrasteal noted the Services’ read for compensation, 
including retireme:t benefite, that, “. . . will enable them to attract 
and retain their fair share of the best king of mon. . "9 During the 
past wor, when industrial concerns could not compete for employees on «e 
basis of wagon, retirement benefits were offered as inducements. Today, 
lerge corporetions attract and hold high echelon exeeutives by the offer 
of very substentiel pensions, six figure selariea having lost much of 


their attraction beosuse of facome names. © 


*riters in the peat have 
pointed out thet new young emcloyees ars much less interested in futuro 


benefits than in ismediate wares ond svlsries. However, it would apresr 
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15 
thet with the wide publicity given to penaions in the past tvo yeara, 
even ths young ages group would become more security conscious. In any 
e399, in an organizetion which operates on a planned attrition basis, 
es Go the arsed forces, the ettraction of liberal retirement denefits 
proves to be an important factor. 

Nliminstion of the less efficiert, 

Elimination is evident cnly in the ermed forses, 
where it is applied to the officer ranks through the system of promotion. 
This system, in effect, provides that of svery cone hundred officers 
entering the service at junior rank only about two shail continue in 
service to the superannuction ace and attain to highest rank. After 
specified periods of service in the various ranks (exeapt the lowest), 
selection bozrds choose certain percentages of officers for continued 
service. Those not so gaelected are separeted from the organization. 
Through thia procedure the government ia assured that only the best 
officera, not necessarily «ll those who may be qualified, ara advanced 
in renk, at the same tise providing better opportunity for sdvancement 
to top rank to ell future ontrants. 

Uiacellaneous, 

Other purposes which overlep with the abova, heve 
8 very limitec effect, or are totally without support, sare deserving 
only of passing mention. These are: benevolence, improvement of xornle, 
development of incentive, encouragement of thrift, rewarding of long and 
faithful service, promotion of community gocd will and better manngesant- 


enployee relations. ‘orthy of pertioulear sote ss a reason for, (rather 
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then es a purpone of) retiroment plans, is the fact that the industrial 
employer has the opportunity of gaining a portion of the above bsnefits 
at minimums cost to himself, in that such contributions as he mekea to 
pension plans are deductible in the compatetion of federal taxes. 
During Norld Sar II profits end texes rose to such heights «sa to pormit 
the exployer to provide retiresent plans for a sost of ag little as 


fifteen to twenty cents on the doller, | 


The omployes, 


The interest of the employee in retirement plana lies 
almost entirely in their provision for his future security. However 
auch beyond hia administrative control, private retirement plans provids 
him with @ relatively sizple and painless means of attaining thot 
security. Particularly in the higher income brackota, where high tex 
rates and low investment intorest rates have made it increasingly diffie 
cult for the individuel to accumulate funds for future security, the 
provision of retirement plans by employers pernaits the sccumulation of 
future income with minimum tax on prosent psy. Insofar as pension plens 
represent @ fora of prefit ehering in industry, it is noteé that in a 
Congressional aurwey of employee opinion on preference for sethod of 
receiving profit sheras, fifty per cent expressed preference for their 
being placed in retirement funds, only thirty-five per cent preferred 


receiving them as part of regular pay.® 


Socisty, 


Merieam recognizes the aioption of retirement systems ss a 
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17 
“turning poiat in social evolution” end affectively sums up tre view- 
point of society in the following words: ? 
It la, therefore, s constructive social measure, because it 

tends toward greater stebility and independonce and reduces the 

need for public end private charity; and 1% does thia ty com 

pelling the omployees while possessed of full earning canacity 

to save pert of their compensation for services rendered in 

order that they may be protected when their earning capacity 

fails. 
Goldstein speaks of three layers of security; the first, proviced 
through government activity (Social Security), supplying the bare 
essentials of exiatence; the sesond, through private pension plana, 
providing enough to increase income to a level thet permite « reasonable 
standard of living; and third, personal thrift providing tho luxeries,2° 
Those who would let the thriftieas suffer for their fault should realize 
that society bas « lively interest in the dependents of the breadwinner, 
especially where the latter may be shortsighted in planning for the 
future. Aside from sesurity to the individual mexber of society, it ta 
noted that stebllity of income tends to reduce the sawing of business 


eycles and in that sense contributes to the national economic health.2+ 


FAYRENT 
Who pays for retirement? Fhen the retired employee, reflecting 
on hia centinuing inoome from a private or sovernmest retirement syates, 
fesla grateful for security in his closing years at home, in which 
Girection should bie mind turn in gratitude for this income? To the 
extent thet he is receiving a return on his own contributions into the 
retirement fund, 811 will agree that this ie his own sonsy returning to 


ite rightful owner. But what cf the contributions made by hia former 
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18 
eaployer, whether be be ia the business of manufecturing sutoexobdiles or 
that of providing public service? Omployer contributions normelly total 
at leest half of the payment into retirement costs. The answer hore is 
closely related to the lusue of contributory plans versus ane-wnneytee 


tory plans end that of vesting, discussed in sucecseding chapters. 


The employer péys? 


Since the eozployer's contributions come from funds under 
his control, many think, and msny employers ere losthe to edmit other- 
wise, that such contributions are a true cost to ownership. Those who 
aceept this premise must conclude that pensions sre simple scts of 
benevolence, "rewards for service", But, as indicated in previous 
sections of this chapter, the employer ia sot civing something for 
nothing. Retirement plens are initiated by menagenent for purposes 


aévantageous to management. 


The Consuaer? 


It may be aaid thet the consumer pays the costs of retire- 
ment systems, just ae he absorbs the chargea for wages, xaterialae and 
overhead in production. Aa we shall ss0 later, aome or all of the 
expense of retirement may in time be eliminated through increased pro- 
ductivity. Further, to the degree that the governsent surrenders texes 
on profits allowed as deductible, because of employer contributions to 
pension funda, it might be seid thet the congumer, as a texpayer, is 


bearing the coats. 


rbed in productive efficiancy? 
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Retirement systema may pay for themselves, insofar ag the 
amount of wzorking capitel ia soncerned. O'Neill advancea this idea in 
what he refers to es the “equalization theory”; given costa may provide 
certain benefits which will result in equal sevinge.? in s recens 
article on pension plans, Fortune Yagezine recommends that smanazenent 
defray the costs of retiromont plane dy increseines productive efficisney 
ineteesd of by increasing prices or accerting « decrease in profits.?? 
The Timken Roller Besring Company advises ite employees that "Pensions 
Heed Production". It ressons that unless production is iapreved to the 
point that it beers the costa of pensions, such costs must be reflectod 
in higher prices, resulting in lower profits snd raduced payments into 
pension funds.24 Another large corporstion has geared retirement bens- 


Tite directly to company profits as en incentive to worker efficiency.?? 


The eaployee? 


There is extensive end increasing auyport for the viewpoint 
that employer contributions are deferred wages, that tho employee earns 
his retirezent income, YWeriam speaks of retirement systecs as being 
". e« « Gateblished by the government primarily in ite own interest, but 
operated st the expense of the enployees, "16 Fritchett notes that en- 
ployer contributions sre avsorbed in the sslary seale and that in the 
long run employees provide their own retiremert pey.2? The estebliah- 
ment of a retirezent system marks a policy of peying pertly in immediate 
wees, end pertly through retiresert benefits accumulated over a pericd 
of yeara in the form of compulsory savings. The Secretary of Defenses, in 


outlining the mission of the Advisory Commission on Service fay wrote, 
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20 
"Hany things combine to auke up the conpensation received by en 
individual for a given job... such things as inauranse, retirement 
pay, and survivor benefits, "28 Wembers of Congress, when petitionsd 
for pay increases to public servants, rightly point to the value of 
retirement benefitsa as u factor to be considered in arrivire at s new 
salery acale for government omployees. Especially since release of the 
recommendations of the Freaident’s recent steel fact-finding board, 
labor organizations are seekine the benefits of pension and welfars 
plana a8 a means to increased compenantion. +? Certeinly in a competi- 
tive lator market, in an orgenization wheres there fe no retirement plan, 
employees muy expect to obtain incressed inamediate wases in the adsonce 
of deferred money benefits. The weight of opinion defiritely seams to 
favor the proposition that retirement benefits derivad from employer 


contributions reelly sre deferred wages eurred by the enployse. 





CHAPTER III 
CONTRISUTORY VERSUS NON@CONTAIBTORY SYSTMG 


fhe controversy as to whether sa good retiromont system should be 
contributory (employees and employer both contribute) or non-contributory 
(ewployer pey #11) is one based on best practice rather than on princie 
ple. Aa pointed out in the preceding ehanter, the cosh bens7its that an 
employee receives from a retirezent syatem represent “deferred wases”, a 
return to him of his own money. #6 ere now concerned with whether it is 
best to accumulate such berefits solely from employer paysents or to 
have part of the payment routed through the employee's sslary. Although 
management and labor have not ususlly opposed one another, on this 
igsue, such a division has taken place recently in the movement of lerse 
letor orgenizeations for increased compensation through pension and wele- 
fare benefit plans. This issue waa the principal stumbling block in the 
recent United States Steel Corporation atrike in 1949. Tise Magazine 
commented on this controversy over contributions, “Actually the Wurray- 
Fairless fight eppearad to be less a mtter of prinoiple then one of 
Various prides and prejudices”. Tha contributory fasue is a current 
one in consideration of changes to the retirement systems of the arnad 
forces, which are now non-tontritutory. The President ,~ ang ea joint 
armed services psrsornel board? have expresaed themselves as favering 
a echenge-over to the contributory type. On the other hand, the Hook 
Commission, whieh ennducted en extenaive study of compensation in the 


armed forces, recommends retention of the present non-contributory 
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system whereby the goverament pays a1. The President's steel facte 
finding board, in its raport sudmitted in Serteaber 1949, noted a “great 
trend in recent years” to non-contributory plana. However, to many, no 
auch trend is clearly evident, and it may be that the board's findings 
in this matter have created a trend rather then reflocted one. in the 
following pages ia presented an enalyais of the compurative serits of 
the two systems, a conuideration of present practice, and observetions 


directed toward the problema in the aramo) forces, 


Ad of the contributo 





To the employes. 

Surety of benefits is greater under the contributory 
eystern. Here, the payments of the amployoe are cleer evidence of his 
eteke in the benefite. There cen be little excuse for the employer's not 
making good on his plan if a portion of the supporting funds ure directly 
provided by the mombers. Further, employee contributions usually 
neceasitate the settine up of a reserve fund which acte as an insurance 
against dbuainess failures in incuatry and economy movements in sovern- 
sent. Under a contributory systez, there shculd be less danger of cur- 
tailmernt of promised benefits such es have been threatened in the pest.° 

With a contributory syatem, the employee can expect 
to receive a greuter portion of hia “deferred wages” in event of early 
seperation from his employing organization, end in event of his death 
hie dependents should obtain greater benefits. ‘hen an employse hes 
been e member of a retirement eystexm beyond a limited period, the em 


ployer cennot jastly deny to hia the return of his contributions unless 
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23 
@ previous understanding to this effect ia reengnized. Thare is atrong 
argument ea wel) for return of the employer's contributions to employee 
or dependent. 

Opportunity for voluntary contributions on the part 
of employees may be expected in contributory plane, with resulting ine 
crease in security benefits, Thia practice is evident in many industrial 
plens os well as in the Federal civil service and foreign service plana. 

Greator employee control in admicisatration of the 
retirement syatem may be obtained when 1% ia of the contributory types. 
The American Federation of Labor advises ite unions, ". . . it may be 
seceseary or adviseble at tines to accept a contributory serrangemont, 
in order to get a stronger voice in eimintstretion of the fund, . v7 

Ability to vary equities through choice of optional 
methods of payment of benefits are more frequently found in oontributory 
ayotems. For instance, e reduced ratirement income might be selected by 
the eaployee in order to secure increased survivorship bensfite for a 
dependent wife, 

To the employer. 

The fact that an employee contributes toward his 
future benefits acta as a breke on excesnive ceranda for increuse in 
benefits. ith a contributory system, an increase in allowed benefitea 
is normally sccompsnied by an increase in saployes (as well as employer) 
contributions, causing the smployee to give careful consideration to tha 
Gesirability of such incresge in expenses. 


An employee, through hia contributions, becomes an 
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2d, 
active participant in a retirement aystem acd he undoubtedly thereby 
better appreciates the systom. Davis observes that an employee benefit 
program which the omployee does not eunport, one is which ho doss not 
participate, one in which no sacrifice ia involved, is of questionable 
value in effecting the desired improvement in management-labor rela- 
tions.® 
To soalety. 

Seeilety has en intereat in the atability of secnomic 
cocditions ag well es in the security of the individual. A contributory 
aystex ia more likely to be bused on actuarial computetiona by which ths 
present generation (to whom employee services ure rendered) properly pays 
for its own future benefits. Society is easured that promises will bs 
met end that benefit costs will be paid when they cre incurred and will 
not be passed on to future conerations,. 

Increased security may be expected from a system 
which makes provision for voluntery contributions beyond those required 


by the retirement plan, 





To the omployee. 


Under present tex lews, the employes may suffer a 
money lose through higher personal income texesa. ‘Yhereas the contribue 
tioas of the employer ere deductible, those of the employee are not 
deductible and thet portion of hia income which he turna over to the 
retirezest system is subject to tax. It would seam thet the federal 


government, heving through its exemptions to employers given icpetus to 
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25 
the sovement toward security throw & retirement plans, could do more in 
the gume direction by extending exemptiona to exployee contributions. 

To the eaployer. 

Aéministrative costae are higher in « contributory 
uyaten beceuse of the additional expense of haniling payroll deductions 
ana accounting for employee contributions. 

It is probable that the emvloyar is lesa sable to 
exercise control over the amployee becaurze of his having to ahsre con~ 
trol of the retirement funé with the employee and becanso of the 
employee's having @ more obvious richt to retirement funda, 

The employer is likely te receive less eredit for 
the benefitsa that the employes derives from tho retiremsnt prorra, 
sinea in a contributory system it stands out more clearly that the om 
ployee’s money is behind the progres. 

To society. 

In a contributory system which does not require the 
membership of all employeos, those employses who choose not to join sre 
likely to deprive themselves ard their danendente of security, with 


unfavorable scecial consequences. 


Frectice. 
Although the prseetice followed is any given field is not 


necessarily the dest practice, it often serves aa an effective mesns of 
developing pubdlie opinion in favor of that practice. It has previously 
been noted that the President's steel fact-finding board, in its findings 


in 1949, discerned a “trend” away from contributory systors toward the 
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26 
non-contributory type. it is suggested that thia finding is in error, 
although 1t¢ may have reflected the bargaining vractice of labor organiza- 
tions in months preceding the bourd’s seeting. It muy of itself have 
ersated a trend which did not previously exist. In 1948, Salter Reuther 
gaid that no pension plan was efequate uniess the employer contributed 
at leust seventy per cent of the cost.” Ia 1950, it appears thst he, 
end other powerful labor lesders, consider no plen sdequate unless the 
employer contributes se full one hundred per cent of the cost. 

Table I contains a suomary of pension survey data covering 
Plans adopted from befora 1900 up through early 1948. It will be noted 
that in early yecrs, plens were predominately non-contributory (Lines 1, 
2, ond 3). During the 1990's, and up to the period of our entry into 
#orld War II, contributory syatema pradominated cmong the new plans 
adopted (Lines 4 and §). During the war yeara thers was a atrong swing 
back to the non-contributory type (Lines 6, 7, and &), »ecause omployers, 
with excess profits, took adventage of the tex exemption pririlege as 
epplied to retirement plans. ith the end of the war, and « reduction 
in income texes, a trend back to contributory systems get in and appesrsa 
to have continued at lecet through 1917. One source reports that this 
tread continued into 1949, although neo substantiating deta is offered. 2° 
Of the 6,862 plens approved by the Income Tez Unit of the Bureau of 
Internal Revenue up to August 1946 (Line 16), approximetely thirty-seven 
per cent were contributory. However, bagec on total numbers of emrloyees 
covered by each of the two types of systoma, about forty-seven per cent 


(over one end ons half miliion employses) were covered by contributory 
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Plena. Tas Bankers Trust ond Cecial Security Alwiniatraticon surveya both 
show high totel percenteges of contributory plans sdoptea since 1942, al- 
though samples in both cases cro limited in number (Lines 17 and 13). 

Zmployes-bderefit plens covering special disability, desth, 
sickness, hospitelization, ete., are very largaly contributory. of fiftt; 
plans in the stvol industry surveyed in 1948, only two were non-contribu- 
tory.tt 

Among the ratiresent plans sdministerea by the federal 
government, covering relatively lerge groups of employoes, caly those of 
the uniforsed servicee (armed forces, Coant Guard and Public Health 


Services) are non-contributory. -* 





Bost common practice is for employee contributiona to be 
8 percentage of salary, with the rate on the first $3,000 (the limit 
for Social Seourity payroll deductions) being lean than that on the 
portion over $3,000. Yost common percentaces appeer to be in the 
neighborhood of two per cent of the first $3,000 and four per cent of 
thet pertion over $3,000, Table II showa the contribution ratee in 217 
group annuity plensa. Among federal retirenent systems the rates are: 
Six per cent for civil service; five per cent for foreign service; from 
4.28 per cent (age 17) to 7.89 per eent (age 59) in the Tennessee Valley 
futhority, depending on age at time of entry; 1s per cant for Secial 
Security (wut only on first $3,000 of annual compensation); efx per eent 
for Railroad Retirement (but only on first $300 of monthly sompansation) 2° 


It is importent to mote thet the rate of contributions by 
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28 
the employee is lixely to bo reflected in the anount of benefits. of £7 
ecoatributory plane in the BRanxers Trust survey that provide for employes 
contributions both below and sbove $3,000, the rate is related directly 
to the rate of accruiag benefits (percentages per year of service used in 
computing retired pay). In most of these plans, the employes contribue 
tion rate is two times, 25 times and three times the rate at which 
benefite accrue (where the benefit is two per cont for eeth year of 
eervice, the contribution rete would be four per cent, five per cent and 
aix per cent, respectively). Of the 87 plans, only four use o multiple 
lees than two per cent and only thirteen use a multiple higher than 
three per cont, 14 

Woet employers contribute 1i to 2 times as much as the 
employse,. It ia estimated that in the past ten yeara omployee oontribu- 
tions have dropped from around forty-five per cent to edout thirty per 


eent of totel sontribution.2? 


on Of a contributory 2 in the armed forces, 





From the viewpoint of the personnel, it appears that the 
acoption of a contributory system hus advantages. Howsver, two factors 
must be recognized in maxing euch o chance. Firat, with the adoption of 
a contributory ayatem enc until sech time as Congress sllows a compenas- 
tery pay incresse (for employees contribution), persounel would suffer a 
reguction in take-home pay in the amount of the contribution. Second, 

@ ccompensetory pey increass havircg been effected, an increases in smount 
of income tax may be expect d by virtua of the increase in grosg pay. 


From the government's viewpoint, it may be expected that 
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29 
an inerease in aoministretiva costs would accompyuny adoption of a cone 
tributory system. Rowever, it would be reascanble to expect the employes 
portion of the retirement fund to shere in defraying this additional 
expease. Because of increased rights of pergonne)] to return of funds in 
event of early separation, it might be expected that increased turnover 
of personnel would result with consequent adverse effect on military 
effectiveness. This potential difficulty could probsbly be avoided by 
restriction of early seperation benefits to a forr of deferred payment 
in which benefits would rot be actuelly paid to personzel until reaching 
@ pre-esigrated age. (This subject ia further covered in the chapter os 
vesting). To the government's advantege is the fect that contributions 
by personne] will have the effect of reatricting benefit dexanda to 
reasonable limits. (See Chapter V on funding for additional treatment of 


this subject). 
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PABLE I 


ABALYSIS OF USE OF CONTRIBUTOR 
ASS WONeSORTRIBUTORY RETIRGVTNT PLARS 





Year of 




















Te Non-contribut 
Line Hote Adoption Fer (Xo. of ono ts torr Total Ko. 
of plans cent plsne) cent plans) ef plens 
1 a prior 1925 1% ( 28) 66% ( 211) 239 
“ db = prier 1929 23 ( 90) 77 ~( 397) 397 
3 S prior 1930 35 ( 37) 65 ( 6&8) 105 
4 e 1939-1939 $2 ( 425) 18 { 92) 517 
5 e Jan. °40 
to Aug. ‘42 62 ( 526) 38 «( 317) 843 
6 @ Sept. '42 
to Dec. "44 246 (1101) 74 (3109) 4210 
7 é in 1943 5 ( 4) 85 ( 22) 26 
8 a in 1944 43 ( 29) 57 { 38) 67 
3 4d in 1945 69 ( 31) 50 ( 21) 52 
10 ¢c 1945 to 
Aug. '46 37 ( 439) 63 ( 750) 1189 
1) 4 in 1946 5. ( 28) 49 ( 27) 55 
12 | in 1947 72 ( 23) 30 ( 10) 33 
13 @ prior 1925 12 ( 28) 68 { 211) 239 
14 b prior 1929 23 ( 90) 77 { 307) 397 
15 2 prior 
mid 1945 63 ( 385) 37 ( 227) 612 
e prior 
mid 1946 57 (2528)* 63 (4334)* 6862 
17 a 1942-1948 49 { 125) 51 ( 118) 233 
18 f 1942-1948 58 ( 217) 42 {( 159) 376 
i i i ~  e 
Note: a. Inédyustrial Fensions in ths Uni New York: Nationa} 
induatrial Poensios Bourd, 1925), pe 15. 
be Murray ¥. Latimer, Industrial Pension “ystemea in tre United 
tates ant Canads, ew York: Induostrinl Relations 
Sowunsslors, Ine., 1932), pe 50. 
@. Derived from detu ia Penation Trust Statistical Tables, (*aah- 


ington, D.ed.: Income Tax Unit, Bureau of Internai Revenues, 
andat ed. 






ompany, 1945), pe 15. 
Bagh O'Neill, Teneion Flans, (New York: frentice-fall, 
Ince, 1947), pe ce 
Analysis of Reeont Group Annuities Supplementing Tetiresnent 
Benefits unter C14 Aen ond Sooiul GSeaurity, (seshington, D.C.: 
focial Security Adminiatration, 1947), pe 5. 


* Based oc toOtel numbers of employeesu covered by anch type, approximate 
percentages are: contributory 47 per cent, non-contributory 53 par cent. 





TABS II 


EMTLOVZE CONTRIBUTION RATES 
In 
GRICE Aft MU ITY FLANS 
AW 41 YATD BY 
SOSIAL SECUPINY ADSINICTRATION® 








On firaet Cn annual compensation 
$3,000 in excess of 93,009 Humber Ter cect 

of annual of of 
compensation Varies from ¥ost prevelent plans 217 plans 
MNOne 2. « © 2 « i¢ to § 5% {13 plans) 26 12.06 
_weeesee «& 0 to 3: 1 (4 plans) 8 3.7 
1s ee ee oe 14 to 4 3 { § 5 plans) g 367 
7 eamecese © WE 4 (47 plans} 69 31.8 
at ee¢eeee 0 to 5. Ae ( § plane) 9 Aol 
2epe ee eee 2> to 5 5 116 plans) 19 6.8 
Dwesssees § WE 5 (7 plens) 26 12.0 
Hh eee ce oe 4 4 (5 plans ) 5 2.3 
Above 4... 0 to6 5 3 pleas) 7 3.2 
Other . eee -—- = = -— = eo es oO Ao 18.4 


TOTAL 217 100.0 





Rote: 
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CHAPTER I¥ 


VESTING 


Defined. 


Veating is the transfer to the employee, prior to normal 
retiresent, of title to the emount ef money paid into the retirement 
fund op hia aecount by the employer. It is tue interest that the 


employse acquires in the om er's contributions when his employment is 





terminated prior to normal retirement. It should be noted that veating 
bas no reference to employes contributions in as contributory plen. In 
most modern retiremest plana the contributions of the exployee «re re- 
turnable to him, with or without interest, upon termination of service 
prior to normal retirszont. 

Imeediate vesti refers to the transfer to the employee 
of right or title to employer contributions (not necesssrily #11) 
insedistely upon entrance into tha retirezent system. Deferred vesting 
refers to the deleyed transfer of this right until certain mininum 
qualifications (as attainment of certain age or length of services) have 
been met. . 

Tull vesting refers to employee’a gaining title to all of 
the employer's contributions st one time. Gradef_or partial vesting 
refers to his csising titls gradually to oxmployer contributions. 

For exuaple: 

In @ system whore an employes eaccumulates no title 


to employer contributions prior to sormal retirement, thers sould be no 
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33 
veoting. 

In @ eyster where he geins title to firty per cant 
of the contributions after ten years service, and an eafiditional five per 
ceat for each yerr of servico (making twonty years to gain full title), 
there would bo deferrad graded vestiar. 

In the exeenle above, if the emsloyse commenoed 
gaining title to contributions as soon as ha entered the retirement 
system, thers would be immediate graded vasting. 

If the empleyse gained title to the full emount 
after ten years of servies, but no title prior to that time, thera would 
be deferred full vesting. 

If he gained title to the full amount inmedistely 
upon entering the system, there would te immediate full vesting. 

Vesting ahould be distinguished from “early retirement” 
which involves the retirement of an employee et a time (usually speci- 
fied in the plan) prior to reaching the normal retirement point, and 
incident to which the employes iamediately commences receiving echeduled 


benefits but at a reduced rate. 


Considerations in ¥v 





The guéstion of vesting is closely related to the theory 
of deferred wages (retirement bersfits sre part of amployse compensation, 
payment of which is col orred) diseuseed in the previous chapter. Cn a 
basis of deferred wages, regardlesa of the reason for or the time of 
(beyond a minimum) tereineticn of employeent, the employer contributions 


repreacat tha employee's money and he has every right to title to tha 
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azount ecoumulated in his behalf. This is thse ressoning of lsbor and 
many neutrsl writers. On the other hand, the employer who will not 
aceept the theory of ¢eferred wages ia loath to aceapt the vesting 
principle. 

Vesting may be recognized in one of two ways: by caah 
returns to the employee upon separation, or dy leaving the amount cone 
eerned in the rotirement fund with the granting of benefits betag 
Geleyed until the employee reaches normal rotirement age, or until some 
time close to that ege. thers vesting occurs, ths employer normally 
prefers to omploy the latter method in order to discourare employees 
from lesviog the company in order to gain immediate cash benefits, 

It will be reeslled thet one of the employer's principal 
purposes in having a retirement system is to gain permanenoy of psraon- 
nel, reéuce turnover, *hold the employes”. In order to accomplish this, 
it fe in his interest to minizize vesting. On the other hand, enployees 
of course prefer maximum vesting. Vesting as practiced, ia ther a "cone 
promise between the employee's wishes snd the exployer’s purposes and 
budget.” 

Vesting is importert to the solution of the queation of 
transferebility (mobility of lsbor), whether the employos transfers his 
place of employment voluntarily or because of discharge. 

Vesting is importent to the security of the employee anc 
his cependents, for whetover reason early terminstion of employzent may 
take place. It follows thet vesting is important to interests of soclaty 


as a wholes. 
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The adoption of vesting, or sn incrsase in the liberality 
of veatise provisions, will increese the ecoate of =« retirement syatom. 
Vesting must be paid for out of inereased contributions, or by « 
decrease in benefits to those whe are sensarated under novaeal retirerent 
conditions. 

Vasting in a contributory ratirement systam is normally 
contingent on the employee leaving his contributions in the ratirenent 


syatem et time of separation, 





Very fow of the esrly retirem nt aystons in business and 
industry cade provision for vesting. Hoxever, in modern plens vesting 
is the rule rather than the exception. It ia surprising to note thet, 
although labor organizetions have emphasized the isportunce of gainiag 


vesting privileges in nevotiating pensions, 


many recently negotisted 
persion plana do not make provision for vesting. Under the Ford plas, 
unless an employse is in the service of the compeny until age sixty-five 
(or age sixty with thirty years eervicse for exrly retirement; age fifty- 
five with thirty years serviee for total disability), he loses all title 
to retirexzent benefits. Except for Inland Steel Company's optional req 
tirement plen, recent plane in the eteal industry provide no benefits 

to the employee for other then pormel erd disability retirement. 
However, sithough these plans cover large rroupa of employees, it cannot 
‘be said that they are representative of practice in business and 


industry. 


Tadle IIiJ shows the distribution of 6,862 plana in broad 
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categories of vesting provisions. IJamediate full vestiaog is provided 
for in only a small percentege of plans (fifteen per cent) covering a 
smeller percentegs (three per cent) of amployees., “ome vesting is pro- 
vided for in aseventy-one per cent of the plans, but covering only forty- 
ons per cent of the emplcyees. Thera is no vosting whatsoever for 
fiftyesix per cect of ths enployeos, 

Teble I¥ ahows the full vesting requirements in the 
Bankers Trust enalysis of plans adopted or amended in the period 1943- 
1947. Ag ia typical of vesting provisions, there sare various require- 
ments which any be used to licit employee quslification for vesting, the 
prineipeal ones being age, service, participation in the retirement 
ayaten, and combinations of these, About one-fourth of the plans 
provide for no vesting at all prior to norms] retirement; twenty per 
cent relate vesting to services; 134 per cent relete it to age, and 
thirty-five per cent to ae cozdination of age and service, here vesting 
is related to service, the majority of plans require fifteen years or 
less service for full veating. Where it is releted to age, the sedian 
is at about age fifty-five; where it is related to uge ané service, the 
typioal age ia fifty-five with ten to twenty yeurs service required. 

in genersl, exployees do not become participants in a 
retirement systez imiediately upon entering the amploy of a company, a 
factor ‘thet is importent in determining the time at which he begins 
accruing benefits. This limitation on eligibility is usually eet in 
order to reduce adainistrativea costs in handling the accounts of the 


young-new employee group, whieh has a high rate of turnover. Tabie V 
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shows the eligibility requirement in the Bankers Trust survey plans. 
Alaost one-half of the plans haves no eee requirement. The service 
requirement average is 2.7 years. 

Tablo VI shows the eligibility requiresents for 368 group 
@nsuity plans (eight place with siscelleneous requirements not included) 
in the Social Security Aduinistration survey. The service requirement 
averuges out at 2.7 yeurs, the same as in the Benkers Trust survey data. 

fTeble VII contains an analysis of data derivec from the 
Socisl Security Administration survey of group annuity plans. Here 
provisions are compiled separately for deferred full veating (vesting ia 
complete at a apecified tine, no vesting prior to that time) in Table 
VIeA, end for deferred graded vesting (vesting beging sat a certain tise 
after employment and the percenteze vested increases thereefter until 
complete vesting is reached) in Table VI-B. It will be noted that in 
this dute distinction is muce between service requirement and pertici«~ 
pation in the retirement system. The tadulated date does not indicate 
age requirezents but where they eprly it is so indicated at column 
headiags. “here doth services and perticipation are factors, service, 
being the greuter, is entered in the table, Of «a revel of 376 plons, 
349 (93 per cent) provide for vesting and 27 (7 par cent) Go not pro- 
vide for vesting. Among the 349 plece 299 adapt themselves to anslysis 
whioh produces the following summary data: 222 (77 per cent) have 
deferred full vesting st an wverage total length of service of twelve 
years (where applicable, participation has been ecrrectad by afaition 


of 2.7 yeeurs average service required prior to participation); 67 plana 
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(23 per cent) have graded vasting beginning at an aversge of arproxi- 


mately 84 years and completing et an average of sbout 145 years. 


VFoeeati in tho srmed foroes. 

Prior to twenty years service, there is no vesting as 
such in the ermed forees. As wa mattor of fact, except for disability 
end foreed retiresant, it cannot be ssid thet personne] have any richt 
to benefits. Sclisted personnel who do n0t complete twenty years 
service or are discharsed as a result of courtemertiel lose all equity 
in the retirement system. The same is trus of officers «ho resign or 
are dismissed as s result of courtemartial. Personnel in these groups 
suffer a ceanplete loss of deferred componastion. Officers who sre 
foreed out because of failure of selection prior to twenty yeers of 
service are allowed severance pay on s basis of two months base pay for 
esch year of service, to a meximuz of two years base pay (see Chapter 
VII). This severance pay may be considered, to a degres, a return of 
deferred weges. However, it is at least in part a payment of the cost 
of transition from military to civilien life. It should be noted that 
persornel of the armed forces are not aligible for perticipation in 
benefits under the Social Seeurity Act. 

in the interests of the personnel, of their dependents, 
and of society, thore ia strone justification for adoption of reasoneble 
vesting provisions for: enlisted psraonnel not completing twenty years 
services, all personne] who are dismiseed, officer personnel who resign 
at any tiwe, and officer personnel foresad to leuve the service becsusse 


of non-promotion in the first twenty yesrs of service. In severance 
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pay, a distinction should be made between amounts iatended to finance 
the changeover to a new way of life, and asounts intended as return of 
deferred wages. In appreciation of the vital isportance of stabllity in 
the armec forces, hececs tha importance of discouraging separations in- 
fluenced by @ desire to obtain immediate cash benefits, when applicable 
payment of acerued benefits in the retiresont system should be deferred, 
Farticulerly in the case of enlisted personnel, it may be found thet 
many, who will not serve s full twenty years, will remain in the service 
for more than a single enlistment if some form of vesting is sedopted. 
in s study conducted in 1947, it was found that only twelve per cent of 
Army and seven per cent of Kavy, enlisted man remain in the services long 
enough to obtein retirement benefits.” Consideration should be given to 


inclusion of personnel under the provisions of the Social Security Act. 
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TABLS IIT 
ANALYSIS OF VESTIAG FROVISIONS 


In PEMCION PLANS PROCTIIRD BY 
BURRAU OF INTSWAL REVENUZ To AUGUST 1946% 


a a a a en aT rrr NS 


Pereeatage Percentage (No. of 
of (No. of of exployses) 
pless pleas) employees 





Immediate full vesting 15% (1016) x ( 104,339) 

Some vesting~--but not 
immediate full 71 (48986) 41 (1,347,484) 
Ro vesting vA ( 948) 56 (1,836,785) 
TOTAL 100% (6862) 1006 = (3, 290, 608) 


Hote: a. Derived from uta contuined in Table 4 of “Pession Trust 
Statistical Tables,* Incone Tax Unit, Bureau of Interne] 
Revenue, undated, 
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TABLS IV 


FULL VESTING FROVISIONS Ie 289 RETIRGNIT YLaxs 
ANALYZED BY BANETRa TRoetT cowrany, 1948® 


Per cent (Mo. of Per cent (No. of 
Vestisg Frorisicas of plens plene) of plens plane) 


= —— 
Ne vesting 248 ( 69) 


Full vesting on come 
pletion of e period 


of service” 29 ( 58) 
15 yeers or less 14% (41) 
20 yesrs or more 6 (17) 
Pull vesting on attain-~- 
ment of age 134 ( 39) 
Age 50 s ( 1) 
Age 55 6 (17) 
Age 60 7 (22) 
Full vwestiaz on com- 
pletion ef service 
(10-20 yrs) and age” 35 (102) 
Age 45 cr less q (21) 
Age 50 4 (11) 
Age 55 18 (53) 
Age 60 6 (17) 
Immediate full vesting 31 ( 10) 
Vesting only oa layoff 2+ { 7) 
Date incomplete ls ( 4) 
TOTAL 100% (289) 





hOtGS A. Sauree: 2! 


Retirement Flens, (New York: Bankers Trust Company, 
1948) » Pe e 








TABLE V 


QLIGIBILITY REVIRV MTD FC WENBEARHIP 
IR 269 ReTIQR oT TL wD 
BK TROT coRcy® 





Humber of Plase by Age Requirements 
Services Requirements® Age 25 


Wone & under Age 30 Age 35° Totel 





None 37 2 4 1 44 (15%) 
1 year 34 9 18 8 69 (244) 
2 years 7 2 10 4 23 ( 8%) 
3 years 17 q 19 5 39 (146) 
4, years 1 - 1 ~ 2 
5 years 4a 8 37 24 lil (38%) 
Speeial = te } . } 
TOTAL 138 28 81 ha 289 
Per cent La¢ 10% ant 14% 






Botes a, Souree: 2 Yetirener 
Company, 1945), p. 7 

bd. One plan has 40 year age requirement. 
c. Average service requirement is 2.7 years. 
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TABLE ¥I 


ELIGIBILITY PEGIIRTEINTS To? MEvAtTeSIP 
IN 368 GROUP ANNUITY rLaws, 
OOLAL 2@OURIPTY ADMINISCTAMTION wvuRVeyY® 








Service Regquirensyntia re 
Kose & under Age 30 Age 35 Total 

None 10 1 12 ( 3%) 
l year or less 87 11 25 6 129 (35%) 
2 years 33 ? 5 2 46 (12%) 
3 yeara 32 13 13 s 61 (178) 
4 years 2 1 1 1 5 ( 16) 
5 years 65 7 26 18 116 (32%) 

TOTAL 229 39 71 29 358 

Per cent 62% 11% 19% ge 


—— cal ~ 





Fote: a. Souree: Analysis of Recent Group Annuities by Soeisl ‘Security 
Adsiniatration, 1948, p. 7. 
b. Average services require-ont is 2.7 yesrs. 
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CHAPTT2 V 


FOR DING 


Defined. 

Funding refera to the manner of accumulating money for 
the future payment of retirezent benefita. 

A self-insured (self-adainistared or trusteed) plon is 
one in which e retirement trust fund is set up. The services of an 
ectusry are employed for computation of amounts of money that aust be 
aceugulated in the fund in order to secure the present soatsa of benefits 
whieh ere to be turned over to present employees at some future date. 
Included in this computation are such factors as mortality and dis- 
adility in service, lifa expsctancy after retirement, interest rates 
odtainsble on invested funda, number of exployees, eligibility provi- 
siona, aslary soles, veating provisions, retirement benefit rates, and 
adminiatrative expenses, Basec on thease computations, funds are cone 
tinuously accumulated in sufficient emounta to equal the present value 
of sll future benefit payments. Actuarial computations must be made 
frequently, for a change in any of the factors noted above will chonce 
the funding requirements. A retirement system, which is so funded, is 
usually edminisatered by a apecial boerd which may invest funds directly 
or through « banking inatitution. 

An insured plan is one in which e oontract ie made with a 
privete iasurance company whereby contributions are paid to thet company 


in return for which the company guerantees paymant of benefits under the 
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46 
provisiona of the retirement progree. All actuarial computations, 
Clerical anc administrative work, and direct payment of benefits are 
handled by the insurance company. The two most populer types of insured 
plans are the group esnuity plan and the individual ennulty plen. The 
group enouity contrect covers a large group of employees, and units of 
deferred acsnuity for the croup sare purchased annuslly. Individual ennuity 
plune provide for the purchase of policies on an incividuel besis snd are 
usually used in companies amploying small nugbers of per@ons. 

An unfunded plen is one in which there is no advance accum- 
uletion of money to aeet the payment of future benefits. Rather, funds 
ere disbursed annuelly to meet payments to persona already receiving 
benefits or sxpected to commence recsiving benefits in the given yeer. 
This is also referred to as the cash-disbursenent or pay-na-youezo method. 

A pertielly fundeé plan is ome in which some reserves are 
eccugulatedc ic advance, but not in au’flofent amounte to anticipate the 


full cost of future benefits. 


Goneiderations. 


Perhaps the moet important reaeon for the use of funding is 
the protection of the future benefits of the employee, an insurence 
against deferrec compensation becoming cancelled compensation. Unless 
the berefits promised tho employee sre protected by cash reserves, there 
is dangor that a change in business conditions, general or loesl, will 
wipe cut the security on wiich the employee end his dependents Anave boen 
counting. Among government plena, unless funding is employed, there 1s 
Canger that the axe of economy will fall on appropriations for the pay- 


sent of retiremot benefits, particularly in depression times. 
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In ite report, the Fresidest’s ateel fuxct-findings board 
ineluded the following statement: 
Sociel insurence and pensions sheulc be considered a pert 
of normal business costs to take ocvre of temporury und perme-~ 
nent depreciation in the human “machine” in much the same way 
as provision is ma¢ée for depresietion and inaurance of plant 
end machinery. This obligstion should be among the firet 
cherges on revenues. 
The ebove treate retirement benefits as present coats, much as payment 
for weer and tear on plant equipment is considered a factor in present 
costs. A retiremert fund, in this sense, in a depreciation reserve. In 
e funded retirement system, the costs are ohargsd against the praesent 
eeneration, consumers or taxpayers, who receive the services; they are 
act cherged against future generations who reecsive no services from 
retired personnel. 

Another advantage in funding is the psycholocicel sand 
payaieeal limit it plecesa on the present generation's promising extrava- 
gant dvenefites to prosent sxployees to be paid later on. Funding is more 
likely to result in an intelligent epproech to the granting of benefite. 
Weriam, upholding the use of funded plans, speaks of unfunded (eash dis- 
bursement) plans es having the “pleasing simplicity of a churge 
account" ,* one which, it might be added, will necessarily be pai by 


one's children and grandehildren, As an exemple, the pension coats of 


the war of 1812 were not completely paid off until 1945. 


Fractios. 


In the serly history of industriel retirerent eystems there 


were frequent cases of unfunded plans, and even todsy a large nuciber of 
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Le 
reeent union-segotiated pension plans make no mention of funding. owe 
ever, there are few cases of unfunded plans among modorn retirement 


systems. Tabdle VIII indieates the Gegres to which funding is used among 





a lerge portion of retirement systems. Among the more than seven 
thousand plena reviewed, only elsven are identified aa being unfunded. 
Bureau of Internal Revenus requirements as to pension plens uncer which 
eaployer contributions may enjoy iacome tex exenption, has been an 
iaportent factor in the wicespread atoption of funding. 

The retirement systems of the armed forces are entirely 
unfunded. Annusl appropriations are made by Congress to cover each 
year's peyment of benefits. Fayment to retired personne] is made 
directly from depertmoent appropriations, except in the case of the 
reserve components of the Army (end Air Foree) who ere paid from 


Veteran's Administration appropriations. 


of di in the armed foress. 

The Hook Commission finds no justification for use of a 
funded system in the armed forces. 4 ite prineipeal arguments rest on 
(1) the taxing power of the government, which precludes the need for 
funding and (2) the lapracticabdility of asking the actuarial scomputa- 
tions aeeesssry to « fully funded systen. 

It ie granted that the taxing and borrowing power of ths 
goverament ellows the use of a ceash-diabursement system, with all its 
simplicity. However as noteé above, use of such a system should be 
recognized as in the nuture of paying off a “echerge account” for 


services rendered twenty or more years ezo. Further, the future 
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security of personnel reste with taxpayers and lsgislators whoss atti- 
tudes toward retiresent appropriations esnnot with surety be foreseen, 

The difficulty of actuarial computation is « more ecogsnt 
argumont eguinst funding armed forces ratirement systems. Changes in 
legisletion, unpredictable variations in the size of the defense 
establishzent, unforsseen wars with unknown numbera of deaths and 
disability cause preclude accurste actuarial csleulstiocne. The shifting 
payroll base of the services over ea period of sighteen years (Table Ix) 
indicates the dagree to which sizes of the armed forces anc of rotire-~ 
ment lists cannot be sredicted. 

The impracticability of complete funding dosa not prevent 
the use of pertial funding, from which the adcvaateges of funding may be 
realized to a lergs degrees. Relevant to this point ile the fact that 
anong the various rcovernment retiremert saystems there is no funding in 
any of the non-contributory plans, whereas there is et least pertiel 
fundiag in all the contributory systems, Funciasg, eontributory syetexs, 
vesting, security and sound business principles all appear to be inter- 
reéleted. The adoption of @ partially funded retirement system for the 


ermecad forces is deserving of cxreful consideration. 
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TABLZ VIII 


TURD ISG IN PHRASE RETIRE NT SYTTSY SURTEYS 





Burecu of 








Insured « 
inéividuel 60% (4,144) G€( 203,395) 4% ( 12) 25% (152) 
Insured - group 21 (1,476) 27 ( 889,184) 31 ( 90) $1 (313) 
Self-insured 10 ( 658) 58 (1,908,111) S$. (147) 20 (122) 

Other er 
unidestified 9 ( 584) 9 ( 289,918) 10 ( 29) 4 ( 26) 
Vafunded 0 Q J 9 0 
TOTAL 0) 99.64 , 0% (612 





Kote: a. Source: "Pension Trust Statistical Tables,” Income Tax Unit, 
Bureau of Internal Revenue, undeted, Tadle IV. 


b. Swuree: 289 Retiressnt Plans, (New York: Bunkers Trust Cospany, 
1948) » De 12. 


e. Seuree: Hugh O'Neill, Modern Fenrion Flens, (New York; Prantice- 
Hall, Ine., 1947), Pe Sry aes. 
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TABLE IZ 


PPROPRIATIONS FOR PAY AND ALLONaNCES 
FOR ACTIVE AND RETIRED PEZRGOMNTL 
AND PERCENTAGE RELATIONG@MIPS® 









A ad Air Force Na 
Fiseal Year Active Retired Retired Aetive Retired Retired 
(000) (000) es per cent (000) (000) as per eort 
f ective of active 
1930 113,759 $20,120 17.7 §$ 113,645 8 7,571 6.7 
19321 113,739 20,392 17.9 115,400 7,455 6.5 
1932 115,754 20,944 18.1 113,558 9,177 8.1 
1933 106 , 389 20,256 19.0 110,905 10,220 9.2 
1934 96 ,187 19,345 20.1 104,116 11,084 10.6 
1935 109,439 23,444 22.4 98,938 10,636 16.7 
1936 121,548 24,716 20.3 120,898 13,767 11.4 
1937 130,499 25,802 19.8 130,905 15,189 11.6 
1938 135,364 25,915 19.1 127,703 16,600 13.0 
1939 139,012 26,775 219.3 143,320 16,014 12.6 
1940 164 , 225 27,289 16.6 164,165 20,171 12.3 
1941 526,824 28 ,223 5.4 208,196 21,333 10.2 
1942 1,743,591 26,219 1.5 238,127 33,997 14.3 
1943 6,423,902 29 , 765 05 1,848,098 13,248 7 
1944 » 796, 37,339 o4 3,715,942 15,834 ok 
1945 12,323,148 37 ,000 03 5,168,656 20,252 of 
1946 7,919 ,127 41,750 5 4,055,534 38,938 1.0 
1947 2,643,291 62,155 2.4 1,293,346 69,251 504 
1948 1,981,530 80,204 4.9 945,567 103,157 10.9 


Note: a, Souree: Cereer Compensation for the Armed Forees, (ashington, 


D.C.: Government Printing Office, 1948), Appendix I, p. 195. 
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CHAPTER V1 


SUPSRANEUATION KPPLISELI NT 





Poth in civilies orvanizations and the defense establish- 
ment, the outstandicg purpose of superannuetion retirement, from the 
viewpoint of the organization, ia the slimination of those who, because 
ef declining mental or physical performancs, cennot operate at normal 
effieloncy end whose contisued exployment would lower the productivity 
of thelr organization. Another purpose, from the viewpoint of the 
individuals concerned, in retirement for age is to give human beings 
an opportunity to devote their closisg years to private activities of 
whieh they have been deprived because of the nature of their occupation. 
Thia letter purpose is epecially significent in the cass of members of 
the armed forces and other organizations whose duties involve a rela- 
tively high percentage of time away from their fasilies, and frequent 
cheage of locsle. The prospect of confortable and secure retiremant 


is en important elesent im the total satisfaction of their careers, 





With the advence of age, physical performance doclines 
more rapidly then does mental performance, Hoxever, in nost physical 
occupations, es the age of ths employes increases exployees move into 
supervisory end indoor positions that require e lower level of physical 
stemine. For this reason, it is found thet there ie usually no diatinc~ 


tion ande between the two exztezories in setting the retirement age in 
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business and industry. Retirement plens here provide for one normel 
retirement ege without respect to the type of activity involved in the 
occupation. 

In Gesling with the problem of superennuetion in the armed 
forees it is important to think in teraa of the ultiaate role of the 
organization, which is thst of waging war. On 9 peacetime beaia, it is 
prodable that the needs of the armed forcen are no more critics] than in 
business and industry. However, unless the defense establishment satruce 
tures its personnel requirements on a basia of wartime conditions, it 
will find itself illeprepereé for the rapid personnel expension and the 
operations which are inmperetive to the successful prosecution of war. 
The organization aust be built around peraonnel eapable of highly 
gueteained performance in combst conditions, This requiresent aight be 
likened to that demanded of the city firenen whose routine duties may 
not be very exacting, Sut who nevertheless sust have the ability to 
fight fire successfully whenever he may be called upon to do #0, 

The dutiss of enlisted personnel in the armed forces 
iavolve considerably more physical exertion than do the duties of 
officer personnel. Granted that es en enlieted man rises in rank he 
takes on more supervisory duties, but throughout hia career there is 
constant demand for a high level of bodily effort end in extenéed war- 
time operations thia demsnd ie a ocriticel one. In the case of officer 
poraonnel, there is more room for adaption to the physical decline 
beceuse of the reduced physical requiresenta in the senior ranke ae 


compared with those in the junior runks. For these reasons, the uss of 
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separate superannustion retiresent ages for the two groupa is justified. 

At whet points in the decline of physicel and/or mental 
performance should the retirezent sege be established? Unfortunately 
these points do not edapt themeoslves to precise definition. For one 
reason there is a lack of instrusaents capable of accurate measurement 
of the qualities concerned. Also there is a wide variability among 
individuals in the aging process; sone fen maintsin a vigorous level 
of mentel performance to the age of eighty, others fall off rapidly in 
their sixties. Lastly, there ia wide variation in the requirements 
among the many occupations. The establiahment of the superannuation 
ages, then, is based largsly on espirical factors, a recognition of the 
advantage of standerdizetion, and, to some degree, on “public opinion." 

Keriam suggests a variety of conditions thst might be used 
in aetting the retirement age: in the discretion of the employor, at 
the option of the employee, upoo the reaching of a chronological age 
and/or upon the completion of a set length of service, and at some tine 
between an optional miniaua age and en arbitrary compulsory age. 

A long range factor in the retirement problem that hes 
serious economic implications is the growing life spen which is rsault- 
ing in an incresse in the proportion of population in the higher age 
group. For those aged sixty-five or over, in 1950 it is ostiaated that 
the proportion is 7.4 per cent. Taetimates for aubsequent periods are; 
1960 st 8.2 to 9.1 per cent, 1980 at 8.8 to 12.2 per cent, and 2000 et 
« 


8.4 to 15.3 per cent.” Slichter end Baruch urge the raising of retire- 


ment ages to meet thie increase in life span.° However, in connection 
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with this recosmendation, consideretion must be given to the effect on 


the overall unemployment picture of increasing the labor force, 





Business end industry. 

In business and industry, the age of sixty-five is 
useé to fix retirement in ell but a few esses, This age is used in 97 
per cect of the plans ic the Bankers Trust survey, in 97 per cent of 
theese in the Social Security Adsiniatration group annuity survey, end 
in 95 per cent of those in the O'Neill survey.* Some plans, in atdition 
te fixing an age requirement, include a minimum aervice requirement. 
For instance of the 612 plans in the O'Neill survey, twonty plane (about 
3 per cent) prescribe minimum lengths of service, usually fifteen to 
twenty yeura,° Recently negotiated plans in the steel industry prescribe 


e misimus of fiftesn yeers serviee.° 


Some plens seke provision for 
continued service after normal rotiresent age, but usually only with 
company consent. Is e 19468 survey conducted by the Nations! Industrial 
Coaference Board, it wes found thet in seven out of ten comperies retire- 
mont wag compulsory, and that such provisions were generally acceptadle 
to employees.’ However, the American Federation of Labor has recently 
advisec itz .jon negotiators taat rigid compulsory retirement provisions 
should be resisted.® 

Armed forees. 


Is the armed forces, 8&8 sandutory age of sixty-two 


yeers is set for officer personnel of the Arsy ané Air Fores of the renks 
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of Brigadier General ond below (eixty-four yeersa for higher rank 
generels). Yor naval officers, tho ege is sixty-two for all ranks, 
except that the President may defer the retirement of not sore than 

ten officers at a time to age sixty-four. It may be said that these 
mandatory age provisions epply only to the general/admiral ranke since 
foreed attrition undgsr the promotion lews will eliminate those not at-~ 
taining to top rank prior to superenonustion ege. On 8 comparison basis, 
then, retirement *or superannuation in the oases of officers runs about 
three yeers younger than in business ané industry. This differential is 
considered warranted in view of the critical conditioas under which top-~ 
rank officers must be expected to operate in wartime. 

For enlisted personnel, there is no mandatory age 
for retirement. However, provision ia made for “voluntary” enlisted 
retirement after twenty years service or after thirty yeers service. 

The thirty yeer provision will be diacussed in this ehapter since, of 

the two, it most closely approximotes superannuation retirement. (How- 
ever, enlisted personnel asldom remain on active duty to this length of 
time because of the evailability of retirement at twenty years service-- 
to be discussed in Chapter VIII). The onliated man, at thirty year 
retirement, would be at an age of about fifty years, some fifteen years 
junior to his retiring running acxte in business and industry. A retire-~ 
ment age of fifty, in the case of the enlisted man, novarthslass seers 
reasonable, The enlisted man, even after attainaent of senior none 
commiesioned grade, is expected to parform duties requiring a bigh decree 


of physiesl steminn. Uspecially under battle eonditions, his duties ere 
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gueh thet he aust be able to keep up with the youngster in field or 
eea-goirg operationa. For the period between the time of assumed 
retirement at ese fifty and thet of normal civilian retiremert at age 
eixty-five, considerstion micht be given to providing the enliated man 
with eaployment in another branch of the government sorvice (aa wes 
traditional in Germany, for inatance) an4 deferring payment of beaefits. 
In Sngland, certain positions in the civil service ere reserved for 
retired non-commissioned officers.” However, it is to be expected that 
objectiona might be raised to adopting such 6 procedure in the United 
States civil service on grounds that it would interfers with career 


service in the noneailitery branckes. 


the amount of benefit, 





The amount of the benefit should be such thet the employse 
and his dependents sre provided minimum audsistence at the very least. 
Beyond that, inaofer es practicable, the benefit should recognize the 
standeré of living of the esployse end hia cependents. 

Because the denofit is deferred compensation, it eppearsa 
reasonable that it should bear some relation to the compensation of the 
employes during his period of service. In sateltlishing thia relation, 
& percentage rate appeals to the sense of fairness of the employee snd 
eéapts itself te computationel] methods. The amount of compecsation can 
be derived from a summation of e11 compensation received while in aer- 
viec, or from the multiplication of the average ennue)l compensation by 
the number of yeers of service. More simply, the pay rete ot time of 


retirament, or in the leat fow ysers of service, can be used as a base, 
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This latter procedure is adaptable only to sularied employees: and sven 
there gives rise® to meny objections ualesa all eaployees progress uni- 
formly up the pay ladder throughout service. It does, however, better 
recognize the soonenmic conditions, and the prices icdex at the tine of 
retirement. For instance, an exployee who retires et a tine when the 
cost of living haa recently risen, or isa rising, will suffer leas from 
the decrease in purchasing value of the doller if hie benafit is related 
to bis final pay rate then if it were related to his average pay rate, 
Going one step farther, retirement benefits might be tied in with the 
national price index. It is appreciated that these latter suggestions 
are generally not in line with sound funding principles, since funding 
methods cannot anticipate changes in rates of compensation or the coat 


of living. 


Practice. 


Businesa ead induatry. 

Retirezont benefit formulae ia business and 
industry predominantly provide for a percentage relation to compenga- 
tion. Of the 289 plans in the Bankers Trust survey, 280 provide for 
euch e@ relation. Of these 280 plens 208 (74 per cent) conaider the 
Compensation throughout the pericd of service (m per cent figure tines 
average annusl compeneastion times number of yesrea of service is the 
most common formula), hile 72 plena (26 per cent) conuider the coa- 
pansetion in finel yesra of meres,” Of the 612 plans in the O'Neill 
survey, 377 plana (46 per cant) apply a percentage rate to compensation 


times yoors of service, 66 (10 pear cent) are money purchaae plens in 
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whieh the benefit amounts to whatewer acnuity agroed contribctions will 
buy from yoar ts year, 24 It isa common to find a different porcentaze 
formula for earnings up to $3,000 (the euximum ennual amount recognized 
by Boeial Security) from that applied to amcunta above $3,000. Even 
Within these two groups there are widely veriant formules used. For 
inatance, umong 311 group enouity plens surveyed by the Soelel Security 
Axainistration, there «re 17 different percentages fivsrea used below 
£3,900 and 19 used above (Table 1). 

A eunmery of tha bensfite (with Sooial Seevurity 
included) in the Benkers Trust survey is shown in Table X Besefits 
are expressed as percentages of average monthiy compensation, in four 
different pay estegories, with thirty years poerticipetion used as o 
"gommon denominator” in developing the comparison, Minimum and nexisua 
benefit retes of all the plana and computed median benefit percentages 
are shown in the lower part of the seme table, Wedian benefit percente- 
egee are 59, 45, 43 end 42 for aversge monthly compensations of 100, 
259, £17 an4 1250 dollars respectively. It ia noted that benefit rates 
era highest for the lower peid employees. The computution of average 
benefit ratea per seer of avrviee in 311 group aanuity plens is shown 
in Table XI. Here separate percextages are shown for the first $255 of 
monthly compensation (0.85 per eent) and for amounts in exeesa of 3250 
(1.43 por cent). After correcting the first $250 compensation rate to 
include Socilel Security tenefits, on a thirty year base, the percontages 
are 55, 50 ané 45 per cent for averege monthly compensation of 250, 417 


and 1255 dollars respectively. 
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Armed forces. 

Retired pay in the armed forees is at e rate of 24 
per sent per year of service applied to final basic pey, with a maximum 
of 75 per eent. Tha ratired pay deta for a Rear Admiral (upper half) 
With forty years service and a chief petty officar with thirty years 
service are developed in Table <id end percentages have been corrected 
to a relution with sverege compensation. At first glance (Line B), it 
appecsrs that both enjoy extremely high benefit rates (128 per cent and 
106 per cent). hen elloeeness sre included as part of compensation in 
the computetion, the percentages are 101 and Jo respoctively (Line F). 
Kowever, whan retired psy perosnteges are releted to average pey of 
Civilians with compercble duties, the benefit rates fall to 45 psr cent 
for the Reser Aémiral onc 79 per cent for the chief petty officer (Line 
J). 

Comrerigon. 

Comparing the lest-named percantages with those 
derived from the Bankers Trust and Social Seeurity Administration gure 
veya, it eppesrs that the benefit rate of the Rear Admiral ia about che 
sume «9 thot of the comperable civilias for thirty years service, 45 per 
cent versue 44 per cent, while the chief petty officer enjoys a conaidsr- 
sable advantege, 7) per cent versua §0 per cent (Line J va. Lines K end L}. 
For forty yeurs servios, the Aasar Acmirs] appears at a considerable dige 
advintege to his ecivilisn counterpart, 45 por cert versua 57 per cent 
(Line J va. Lines # end B). 


It fe to be moted that many civilien pisos place s 
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limitetion on the omount of retiremest benefit thst high ealaried 
employees may receive, e factor that bears on tho interpretation of 
reauits of this comperison. Maximum benofit dete from the Bankers 
Trust survey ere containec in Table ATII. It is also noted that the 
Hook Commission in 1948 recommended salaries, for high ranking officers, 
which fell considerably below ssilaries of compersble civilians. Howe 
over, the Comuisaion felt that civilian salaries were at a seak and that 
@® compsratively grester number of officer persocnel enuld reach the top 


in the arsed forces then could civilians in business and industry. 
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TABL™ X 


AETIRSUGNT BENEFITS EXPRESOTD AZ PERCENTAGE OF AVERAGE 
BUONTHLY CONPENSATION IN 266 PLANS, 
BANKIRS TRUST suPVEYS 





Pension ineluding Secial rercentege of 289 Plans in each 
Security as Pereentese Benefit. sabenony 


a Sores conges ss ic 









of Avarage Compernsetion 
{x rs service 


Under 35% 3.9% 505% 12.9% 35.2% 
35% to 40% 7.0 9.0 6.2 
40% to 45% 2.0 3705 Aled 23.8 
45% to § 15.6 10.2 18.8 20.3 
50% to 554 9.4 32.8 11.7 3.9 
60% to 65% 31.6 2.3 1.5 0.8 
65¢ and over li.‘ 2.9 a4 0.8 
100% 100% 100% 100% 





Vinimum 3% 27% 23 10% 


Maximum “112 76 68 68 

Approximate Medien (30 yrs) 59 45 43 42 

Medien per cent per year 2.0 1.5 1.4 1.4 
40 yra x 80 69 56 56 
—_ ses relcC rmhlmUmchf)h hl 62 47 43 43 
26 yrs x ” >. * ° 52 39 36 36 
Zlyre x * 7 * ® 42 32 29 29 
20 yra x * 7 | a 40 30 28 28 


Hete: «. Source: 299 Retirement Plans, (New York: Bankers Trust 
Company, 1948), p. 10. Original table lists average annuel 
compensation. Thirtyethree plans, covering only employes 
earnings over $3,000 per yeer, not included. 

be Data derived from data above and from ather cata contained 
in Bankers Trust survey. 

¢. Minimum benefit percentage in plan concerned (no lees then 
this percentage benefit ia peid st this pay level). 
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TABLS X 
RETIATATNT BENEFITS EXFAREIGSD AS PRRCTINTAGT OF AVERAGE 


MOSTHLY COMTIRIGATION DERITED FROW BURTPFIT FROVITIONS 
IN 311 FLANG SOCIAL SECURITY ADSINISTRATION cunvey® 











A PB ¢ 
Per gest On lst $2 AZB On EBxcons Ax 
NO plans (No. plans) 
os 27 0.0 5, 0.0 
b 13 6.5 6 00 
9/16 1 0.6 ™ - 
3/5 2 0.6 « . 
2/3 4 2.7 i 0.7 
3/4 100 75.0 b 4.8 
4/5 t 1.6 1 0.8 
5/6 1 0.8 - aad 
7/8 1 0.9 1 9.9 
15/16 1 0.9 “a = 
1 132 132.0 59 59.0 
1 1/8 1 1.1 2 2.3 
1 1/6 = 9.0 1 1.2 
1 1/5 1 1.2 1 1.2 
11/4 7 8.8 7 8.8 
1 1/3 2 2.7 2 2.7 
1 2/5 ) 0.0 3 hed 
1 1/2 12 18.0 155 232.5 
1 3/4 0 0.0 - 6 10.5 
1 3/5 9) 0.9 i 1.6 
1 2/3 9) 0.0 2 3.3 
2 5 10.0 53 106.0 
21/2 _o 0.0 oe 2.5 


311 ° 


16 
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Firat $259 

Partici- Average cScoial Weighted For eant 
pation Flen Security” Total txeese a NY; 1250 
40 yrs 34% 30% 64% 57% 648 61% 584, 
31 yrs 26 ie) 56 hl, 56 5) 46 
30 yrs 25 bY 55 43 55 50 45 
26 yrs 22 30 52 37 §2 46 40 
20 yra 17 29 46 29 46 39 42 
21 yrs 18 29 47 39 47 40 33 
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Wote: a. Computed from benefit peresntage deta in Ans 
apnuitios 2 e218] Teeurity Aftrinistrs? 







pp. 
be Apprextacted from date in Handbook on Faederel Old Age and 
In: nee, (#eshington, D.C: Government Printing 
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TABLZ XII 


PERCENTAGR BEXEPFITS OF REAR ADZIRAL (UPPER HALF) 
WITH 40 YEARS S2RVICE AND CRILT PWETY OFFICER FITH 30 YRARS 
SERVICE COMPARED TITH THOSE OF COMPARABLE CIVILIAWS 
ON AVERAGE MONTHLY COMPENSATION BASIS*® 












Rear 
Adadral CPO. 
Ae Final basic poy per month 9955 $294 
B. Retired pay (yeers service x 246 xz A < 
Maxinua of 75%) 716 220 
C. Average basic pey (Appendiz A) 557 297 
De -- 128% 106¢ 
Average basic pay (0 ' 
B. Average basic pay plus sllowsenees (Appendix A) $708 $29} 
: ay (3B) | 
" asic pay plus allowances 101% 708 
, Average basic p: C 58 ° 
. ne © pay (A ? " 
H. Assumed finel basic pay of sconperable 
Civilian (Appendix B) $2767 $396 
I. Assumed average basic pay of comparable 
civilian (G x H) 1605 277 
Assumed ever basic pay of comperable 
civilian (1 
K. Median percentage benefit of comparable 
civilian = 30 years (Table x)> 62% 45% 
* Se] | 0 Lai " 
. - 30 years (Table x)> 45% 55% 
¥. @ td we Bd | 
n ~ 40 years (Teble x)” 566 ~ 
Re al Pa 9 Ld # 
" - 40 yeers (Tadle xr)? 5a% - 


on 8 eran a 


Rote: a. See Apperdices A and B for pay data, 
b. Soeiel Seeurity benefit included. 
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TABLZ XIII 
LIMITATIONS O48 QETIREMSRT BAUETITS 
TO HIGH SALARIED SMPLOYE28 IN 289 RETIQMwNT PLANS, 
PANEERS TRUST surrry® 





Nuaber of For cent 
Anaual Monthly plane of plane 
Maximum dollsr pension 
$18,000 te §35,900 $1,500 to 92,917 31 11% 
12,000 to 18,000 1,000 to 1,500 55 19 
9,000 te 12,000 759 to 1,000 34 lz 
Less thon 9,000 Lesa then 750 56 19 
Maxiausm earnings racognized 
in determining pensions 
$30,000 te 950,000 §2 500 to $4,167 10 34 
29,000 to 30,000 1,667 to 2,500 12 4 
10,000 to 20,000 633 to 1,667 12 4 
Less than 10,000 Less than 633 1 4 
Maximum pension as a percentege of 
compensation 3 1 
Bo limitation as to maximum pension 2 26 
TOTAL 289 100% 





Notet a, Source: 








66 
CHAPT#2 VII 


PHE-EGUPORARRUAPTION BETIRAMWRY AND S7TARATION OTEU THAN FOR DIQARILITY 


FORCED ATPRITION 


Business and industry. 

& business or industrial organization suat ad just 
tie size of ite employee ferce to economics conditions. hen business 
ia “good”, it can be expected that the number of persona exployed will 
resain reasonszily constent or increase. then businesa falla off, lsyoffs 
sast be effected in order to adjust to the recused demand for produeta or 
services. However, an employes who is discharged under auch conéitiona 
remains @lisxible for re-szployszent with hie former organization or may 
odStein employment in ansther correenization which has need for his sere 
vices. 

The precess of sdvencement to postions cf higher 
reaporsibility is normally a “Yes or Ko" proposition, ani of itself doen 
not affeot the employability of individuals. If a man ia chosen, he 
moves up the leddar; if he ig paased over, be continues in his former 
position. In this sense, so long ag an employes setisfsetorily psrforas 
the duties required of his present position, his fxilure of selection 
for advenceé duties will not interfere with hia continued employaent. 

Armed forces, 
Just ea industry aust seijuat to business concitions, 


SO must the defense estabdblishcent adant iteelf to international sendi-« 
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67 
tions. When diplomacy geems unable to resolve problems betssen neticns, 
When it appears more lixesly thet violence will be used for the solution 
of these problems, the organization must increases the number sof persone 
nel euploved. Conversely, when resort to violeres is unlikely, there 
will be uw outeback in the number of persona in the srmed forces. For 
officer personnel, thia veriabllity in employment will be absorbed 1a 
the promotion system; fer enlisted personnel it will be taken care of 
through the recruitment program sad quelifisatione for raenlietment. 

Unlike organizations in business end indvetry, the 
oraec forces in advancing their officer persorne! up through the raunke 
ecaploy an “Up or Out” system. If an offieesr fails twice of seloetion 
to a higher rank, howsver eatisfactorily he may be porforming the duties 
of his pregcont rank, he mey not continue in servieo but sust be sepa- 
rated or retired. In order to have the vigorous end effective leader- 
ship ot eli ranke thet is eeserntial to military effectiveness, there 
mast be & continuing flow of peraoncel, in at the tozttom ené out st all 
levels, This nosed wae svidecesd over a period of meny years prior to 
the adoption of the present promotion system. Ine sense, it may ve 
seid thet supsrannuation takes place et all levels in the hierarchy. 

An officer sepxrateé from the active duty organization, fa nct reom « 
ployatis is hia former organization except in event of a national 
energescy, and he cannot properly employ hia apecial abilities by 
bearing sras in the service of another nation.+ If he has been retired, 
his omploysbility in other covernment organizations isa limited by dual 


2 


compensation law, If he ie released with aererance pay, auch law does 
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the problem in business and inéuat 





Retirement syatexs in business end ingestry meet the 
problem of forced separation in one of two ways, Firet, provision aay 
be wade for the eaployes through veating, diecusse’ in earlier chapter. 
The principle of veating mey be reesgnized either through the grenting 
of » cash peyment to the diecherged employee or throurh the graating 
of oa deferred annuity. Seccndly, in the ease of employees with rela- 
tively long service, the saployse aay be granted an “early retirement* 
benefit wherein he conmences receiving an income immediately upon 
separation, but at an sctueriaily redueed rate, 

Table XIV enantirtane the early retirement provisions is 
the Banxera Trust aurvey. Of 278 plans on which deta were available, 
there is provision for exrly ratirement in 241 plana (86 per eent) under 
“foreed attrition” conditions. Only 13 of the plens (7 per cent) provide 
for retirement at any tine; 127 plans (46 per cent) require attainment of 
Qn age, uevolly fifty-five years; 92 plens (3@ per cent) require both 
attainaent of en age, usually fifty-five, end a minismm laneth of service, 
usually ten to twenty yeara. 

Table XV shows the early retirement provieiona among 376 
Group annuity plans enelyzed by the Greial Security Administretion, 

Only 23 of these plans aaka no previnion for early retiromert or inciude 
Gisadility es o requiresent. There ere 255 plans (68 per cent) with a 
pormel vetirement age of sixty-five which provide for ten year preenora:] 


retiresent, giving an see of fifty-five as the early retiressrt tim. 
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69 
Incleding the plans which have both age and service requirements, 308 
(@2 per cent) provide for an early retirement ages of fifty-five. 
In the O'¥eill survey (Table XVI), 500 (8&2 per csnt) of 
612 plens provide for esrly retirement. As in the two previously nen- 


tioned studies, the typical retiresert age is fifty-five years, 


Operation of the 





Table XVII summarizes the operation of the officer prome- 
tion system in the 0.3. Navy, under the permanent provisions of Tublic 
Lew 381, 80th Congress.> Column 1 shows the required distribution of 
all officers on the active list among the several renks; coluan 2 shows 
the seme distribution relative to a base of one thousand Ensirns and 
Lisutenants (juaior grade).” Because of the decreasing number of 
officers ellowed in successively hisher ranks, attrition muat take 
pleee from renk to ronk (Columns 3 end 4). For instanee, en attrition 
of about 53 per cont must take place in en original group of one 
thousand EBxsigne and Lieutenants (junior erede) prior to reaching the 
rank of Lieutement Commander. Some of this ettrition will be through 
Hormal causes such as resignations, deaths end disabilities. The 
resaining attrition is accozplishad throurh oneration of selection 
boerds. Aa groupe of officers become eligible for promotion to the 
various ranks, they are considered by selection boards sand the beat 
qualified are chosen for advancement to the next higher rank, in nuebers 
Getersined by the number of vacaneles in the hicher rank.? Zaeh officer 
ia considered by not sors than two succesaive selectio: boards; officers 


failing of selection sre considered as heving been "pesssd over" and must 
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be discharged from the service (Peay Grades Oe2 and 0-3), or placed on 
the retired list (Peay Grades 0-4, 5, 6). Columns 5 ond 6 indleaete the 
plenaed advancement of sr officer «ho wili advanes to highest rank. 
Colum 7 indicates the diaposition of officers at the various levols who 
fuil of selection for the next hicher rank. Lieutenants, junior and 
eenier grade, are discharged upon the complsticn of seven and thirteen 
yeere service, respectively, with severance pay. Officers of higher 
rans are pleced on the ratired list with retired pey. Columas 9 through 
12 develop the pay for officera passed over et the various renks, epply- 
img life expectancy to approximate age ut separation, to a finel value 
expressed in terms of post-aetive duty ineome per yerr of service 


rendered, 


Comparison. 


It fa imprecticabls to compere the oerly retirement 
features eppliceadle to areed forces with those in business end industry, 
because of inadility to sive quantitetive weight to the planned forced 
attrition in the ermed forces which does aot exiat in elvilien organize- 
tioas. Thia letter fector requires the prorfaion of a liberal retirement 
system for prospective officers. As stated in the report of the Roovor 
Commtesion:® 

If the vovernnent wishea to draw men into a career service 
in whioh ites interests cictste en esrly compulsory retiresent 
are and disability retiremext if physics] and mental condition 
fells dselow @ relatively hish stendard, it offers--it bas to 
offer--cozperatively bizh retirement benefits or pay. 


The present pay achedule for 311 ermed forces personel is closely linked 


$0 thet found in business and industry, with pay in the high ranks fsiling 
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below that in civilien organizations (Appendices B end 9). 

The liberality of dollar benefits to retired officera in 
Pay Gredes 0-4, 5 snd 6 ia indiested ty the data developed in Tables 
XVII and KVIII. It is noted that the failure of selection to the rank 
of Lieutenant Commander makas a tremendous difference in the emount of 
poatenctive duty income (Coluam 11 of Table XVII). 

A factor thet eaters iato the consideration of benefite to 
meabers of the ernmed forces who ares rolieveé from active cuty is their 
employebility in sivilien orgenizetions, For itaformation on this sub- 
jest, the reader ia referred to s thesia written at this university.” 

Although the foread attrition emong enlisted personnel is 
Of small megnituds, it should be noted that there is no provision for 
separation benefits, other than disability, for this croup if total 


length of service is leas thar twenty years. 


VOLONTART ASTIRENUT ATL TIPARATION 


rovedc b: 





Business and industry. 

Termination of employment reaulting from the 
request of the employee and the approval of hia omployer isa related to 
the early retirement features of retiresent plans. Approval of the 
eaployer ia presumebly granted only when the terainetion of employment 
ja in the best interests of the employing organization. In the Bankers 
Trust survey (Table XIV), of the 241 plena thet provide for eerly 


retirement uniter normal conditious, 157 plane (55 per cent) require 
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@ompany approval. Io the O'Neill survey (Table XVI), of 500 such plens, 
338 plens (78 per cent) require compary approrel. 
Araed forees, 
Officers mey bo retired on request, subjeet to 
epprovel by higher authority, efter twenty yeers service, with retired 
pay et the rate of 2) per cent of finel basic tises the number of years 
of gervice, vith a mazinua of seventy-five per cent. This typa of 
| retirement orixinated prior to the adoption of thse seleetion systen 
procedure, and wae dGosigned for the purpose of elimisating "Ceaedwood" 
An the officer ranks. With the adoption of systems of forced attrition, 
the seed for this type of aeparation hes decreassec, although it wes 
 @sployad during the Thirties to reduce the hump in officer ranks caused 
by the influx of officers into the serviess during Yorld Fear I. The 
grouting of requests for voluntary retirement is usuelly vesed on the 
ameda of the service. In 1949, the Army was not granting auch recuests 
in cages cf less than thirty yoers aervice; the Navy was apprevineg 
requests of lire officers with the minimum of twenty years service, but 
Was requiring medical officers to remaic on ective éuty for thirty years. 
The benefits in this type of retirement are the same as for officers who 
Gre pesesd over ens fereed to retire under the promotion lew, and genare 
@lly srply to those ia Pay Grades 0-5 end 6 (Table XVII). 
Snlisted persosre) with twenty or morse yeers of 
Service may, upon request, snd subject to approval by higher authority, 
be retired with pay at the rate of 24 per cent of final basic psy times 


the number of years service with a maximum of seventy-fivo per eent.” 
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In tho absence of « forced attrition system suck zs oxistes for officers, 
this type of retirement is the principal means of effecting e flow of 
personnel cut of setive duty at the top rank. Requests for retirement 
ere namost inveriably granted, 
Comparison. 
As in the esse of foreed attrition, discussed in 
the firat section of thie chapter, the benefits to armed forces personnel 


are guch more liborel than for business and industrial omployees. ith 


_ vogerd to officer personnel, hovrever, this liberality in voluntary 


retirezent lecks the justification that is has under foreed attrition. 
It fe to be expleineé on historical grounds, dating fron «8 time when 
voluntary retirement was mede attractive in order to stimulote sspars- 
tions that could not be compelled, ss now. Presumadly, operation of the 
promotion law shculd nox mast the apecial needa of the srmed forces in 
mpintainins competent lestership et all ranks. Undoubtedly, there ere 
eases in which veluntary retirement is desireble, but the erenting of 
the same liberal benefits to these who want to "get out” as to those 
who sre forced out is of Goubtful wulidity. As mentiosed in the cloeing 
Peragrapas of thie chapter, it aypesrs that some compromise should be 
made between the liberal voluntary retirement benafita and the lack of 
acy Senefitea at all to thoge who separate themselves from the servies 
by resignation. 

In the case of snlisteé personnel, the liberslity 
of voluntary retirenent benefits is mor. juctifieble beeauas of the 


absences of a foresd attrition system. FEowxever, here too, a compromise 
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of the extremes of benefits aay be in order. 





Business ené itavustry. 


In seperation that is effected without the es- 
ployer’s a@z:proval, the employeo in buainess and induatry may, through 
vesting, expect to retain en equity in the retirement fund upen aseting 

pertain service and/or aze conditions (Tables III through VII in Chap- 
ter Iv). In @ limited nusber of ceases, the employee who “quite” may 
-m ecrly retirentnt becefita. Serly retiresant at the election of 
the empleyse ig silowed in only 29 per oent of the plans in the Bankers 
Trust survey, anc in 19 per cent of the plena in the O'Neill survey. 

Armed forees, 

| Both the officer who resiene his coamission and the 
@nlisted mar with lees than twenty ysers eservice who does not resnlist, 

loes ell equity tn the retirement systen. 

Comperison, 

Undar these conditions, personnel of the srmed 
forces ere at & complete disaivantsge., This restriction in benefits is 
@ strous factor in “holding the employee", but from the viewpoints of 
society and of the individuel omployes it defeats the purposes of 


retirevent systems. 


Compromise ia tae armed forees. 
Recognizing the peramount importance of the public interesta 


im selation to natioavl defense, the writer dees sot proposes that is should 
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75 
be “easy” for personne to sepsrate themselves from the deferse estab- 
lishewent. At the same time, the dcor should not be shut to voluntary 
termination of smploymeat to the degrees thet personnel who do leave the 
service of their own volition lose all equity in the retirement system. 
Those who aro separated from the sarvice under voluntary conditions, 


whether or sot guch sepsrstion is isn the best interests of the service, 


should neither receive the liberal benefits of oficera with twenty 
| 


years service who are forced out uncer the selection syates, nor should 








receive nothing. In all esses the principles of vesting should be 
A reasonnble compromise woul! be one uscer which the 


either receives aa immediate benefit, at = reduced rate, or 





s deferred benefit at the full rate, By such a procedure, the opportun- 
ity to leave the service in order to guin inmedicte liberal benefits 

bo limited, and st the same time the right of personnel (and their 
6) to deferred wages would be recounized. 

Ho separate seation of thia atudy ie devoted to the problom 
persocnel separated from the services as a result of eourtemrtial 
proceedings. Here too, the principles of vasting should be applied. 
Punishment for diseiplinsry offenses should act be vieited on the inno} 
oent dependents of cuilty service perzonnel through the complete deniel 


Of participation in the "retirement fund". 
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TABLE XIV 


BARLY REPIORMENT PROVITIONS IR 278 RATINTUINT PLARS, 
BANKERS TRUST SURVE 
: | 


Frovisioa Kumber 
of plana 





Only vith com eonsent;: 


After attaining Q@ZO@ ees eevee eee @ 90 
After completion of service . . 6 « eo « 2 
After attaining acs and completion 

of sorvice e 8 @ ® a. ee 8# @¢ @ 8 ¢ 8 @ 47 
Anytime eeeoeoseeseteeeet* eee 8 


157 (56%) 
At employee's election: 
After attaining ege . - ee es eo 8 ae @ 37 
After completion of service . « « ss « e 2 
After attaining ege and completion 
of service . «eeeseveevsosese 45 
G4 (30%) 
disad rds 35 (13%) 
No provision — 2. 18) 


TOTAL 276 (100%) 


Of the 137 (90 plus 37) plensa providing for age only: 
Age 55 is used in 163 plans 


a) 60 ve e 21 ca 
- 50 - ] ae " 
TOTAL 127 


Of the 92 (47 plus 45) plecs providing for age and service: 
Age 55 is usec in 72 plana (Service requiremerct is 10 
wo ry * ee to 20 years, in general) 
we 50 @ ad - #2 





Rote: a. Gource: 269 Retiremeat Plans, (New York: Bankers Trust Come 
pany, 1946), p. 6. 
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TASLE XV 


PARIN RSPIARENT FROVISIONS IN 376 GROUT ANNUITY PLANS, 
SOOI*L SBCURITY ADVIMITTRATION suRvry* 





Yeers vefore noras] retirement 
eaé other conditions 


yours 


10 years . 2s © ee wo eo eo 
15 yearpe . se ee eve eeoes 
Not specified ..«.s«seeee 


10 years and years of 
participetion or service. . 
10 years and disebility or 
hardship «ees» cece eee 
19 years snd yeers of service 
or Gieebility ...c-+-«s-. 
Miescelleneous ..seeceee0e 
None e Co e e 68 e & @ © e +67 9 





TOTAL 5 8698 8 376 (100% ) 


Rote: a. Seuree; Anslysia of Recent 


: Annuities, (¥eshington, D.C.: 
Seeisl Seourity Adminietration, 195 


» Pe ll. 
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TABLE XVI 


EARLY Q2TIRTLPNT PROVISIONS IN 612 RETIGRMINT PLANG, 
O'NEILL suRvey® 


Conditions for of plens 
Sari Retirement? 

With compsny consent Yad a 
At employee’s election 83 (16%) 
At election of either 14 {( 3%) 
No data 
ose eset os o SOUL 500 












Por disebility 
only 26 1 ai 


Rone 


Conditions for Rarly Retirenmrt® 





Ho reference 


Years re Retireaent to norwel Yee No eonditions Miee. & 
Service ; yrs 10 yre 15 yra tirenent Age specifiad Ko Info. 





hone 21 253 L 
3 1 
5 3 3 
10 3 15 1 
15 6 ll 3 
20 2 17 3 
25 i 1 
30 1 3 2 
Other 1 
Total 4 10 Le 19 500 
rer cent 7% 61% 1% 22, 25% 4f 100% 





Note: a. Source: Mugh O'Neill, eee Aine aes, (how York: Prenticea- 
Well, Ine., 1947). 
b. Table Gel on p. 271. 
GC. Table G3 on p. 275. 
ad. Speeific provisions not availeble. 
@. Derived from data in Table Gel, po. 271-273. 


: . 2 Sol. 
1000 base Step 

Pay Grede Rank Distribution distribution Aéttrition® 

. 

 -O-7, 8 Admiral 075 19 = 
0-6 Captain 6.00 156 13.7 
0-5 Commander 12.00 312 15.6 
0-4 Lt. dr. 18.00 467 15.5 
0-3 Lieutenant 24.75 643 17.6 
O=2, 1 LTIG & Ensigna® 38.50 1090 35.7 

: TOTAL 100.00 2600 96.1 

 ~Botes @. Attrition between rank inéiested anc cext higher rank. 


do. 
Ge 


a. 





Cal. 


Col. § 


comatirg Servies 


ttrition 


98.2 
Bh el, 
68.8 
5303 
3507 


Cumulative ettritien by the time the runk indicated is reechod. 
Eonoratly discharged with aeverance pay--25 montha of firsl bagic psy for eech two months 


eervice; maxigua of two years pay. 


in grade 


5 years 
7 years 
6 years 
6 yeera 
3 & 3 yrs. 





C 


service 


30 years 
25 years 
18 years 
12 years 
3& 3 yrs. 


Placec on the retireé list with pey equal to 23% times fins] besic pay tiges number of 


yenrs service. 


Basign is sdveneed to rank of LTJG upon the sastisfeactory completion of threes yeers 


service and exomisetica. 


v4 


= = 
a 


31 
26 : 
20 
vB 
3 










jervirce 
if Passed 
if seleeted over 





Lt 


Final 


Per eent | 
ir xo. Yrs) Basic F&F 
(eax. 75%) Pay (Per 
7 x 9 $5. 
65 « 585 3 
50 x 485 s 

< 385 = { 
- 292 (3 
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TABLE Wii 
ATTRITION AND BESETITS INCIDENT TO ADY SC mewT 


OF OFFICER [*R200WNEL, U.S. RAVY, UNDIR 
PERMANTIT PROVITIONE OF PURLIC LAW 361, 90TH CONGIRIS 


en 
- fi £ 






at Retired per year 
Separation (Months) Incase of service 








ise Lite 








+ 
Month) 















54 248 $129 ,952 4192 
49 294, 111,720 4297 
43 353 779 4,289 
36 - (89, (703) 
30 - ( 3,088)° (442) 
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TABLE XVIII 


COMPARISON OF PERO"NTAGE BEYUFITA OF FPASTTDAOVTR CAPTAING, 
COMMARDERS, AND LISUTRERANT COMMANDERS NIPN THOD? OF COMPARABLE 
CIVILIANS OF AVERAGE COMPENSATION BASIS 


Captain Conadr. 


| QO yrs) (26 yra) (20 yra) 


Finsal besic pay 


Retired pay (yenrs service times 25% 
times A. Yexiaum of 75%) 

Averages basic pey (Appendix A) 

B 

Average besic pey (Cc) 

Averege besic pey plus allowsnces 
(Appendix A) 

Retired pay (3) 

Average basic pay and allowences (2) 










L¥orun s 7 r 
Final basic pay (A) 


Aesumec fins) basic pay of comparable 
civilian (Appendix B) 


Asaumsd sverage beaic psy of comparable 
civilian (G@ x #) 


tired B 
Aseumed average basic pay of comparable 
civilien (I) 


Median percentaze benefit of comparable 
civilian (Table X) 


Median percentace benefit of comperable 
@ivilien (Table XI) 


Kumber of monthe retired of *icer may expect 
to draw retired pey (Table XVII, Col. 10) 


Funmber of months civilian might expect to 
draw retired psy (Life oxpectency at 


age 65) 


7698 


524 
454, 
115% 


$592 
89% 


642 
S2e 


50% 


248 


$534 


380 
409 
93% 


$542 


«70 


$619 


433 


36% 


46% 


294 


Lt. Cds. 


$485 


243 
362 
67s 


$485 
50% 


75 


8571 


426 


57% 


28% 


39% 


353 
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CUAPTER VIIl 


DISABILITY AND SUATIVOR BAeTITS 





Disabllity refers to the innairment of the 

feeulties of an inéividuwl], resulting from accident or disease. Dise- 
wbility may be partial or total, temporary or permanest. Then the 

@aployss is permasently disabled to such a éegres that his continued 
enployment in the same job will lower the productivity of hie organiza- 

tien, it is in the interest of the organization to give the saployes e 

new position in which he cen operate efficiently, or elae terminste his 
employsent. Where tormination of omployment becomes necerssry, it is 

in the interests of the employee and society that provision be mede for 

bis sseurity end that of his dapendents. 

Business und induatry. 

When necessury, the pertielly disabled employee in 
business end industry normally een be relocated in a position wherein 
his disability will net interfere with efficient job performance. 

in cases of total pergeanont disability, torminetion 
of employment is the only aoluticr. In retiresacnt plens thet provide 
for disability, the granting of benefits is usually governed by vyeating 
and early retirement provisions in the plans, rather than by specifie 
@isebility provisions. Of 315 group ennuity plane in the Offfelll survey, 


only 14 make specific referenes to the payment of aiseability benefite,. 
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82 
Of 152 individual ennvity plane, 58 plans (38 per cont) make specific 
provision for such benefita.2 


Wany companies provide contributory insvranes plecs 


which {aclude coverage for disability. In Table XIE are listed provi- 


sions found in sose selected group inaurence plang. Of fifty exmployee-~ 


benefit plens in the steal industry, enalyzed by the Social Seaurity 


Adminotatration, twornty-eizcht provide for permenant and total disebilitys 
paymente in emounts varying from $565 to $20,000, 
. Armed forees. * 
Partial dissbility assuses greater importance in 
the arged forces than it doga in business ard industry because of the 
need for e eondisteetiy high standard of phyaies] performence in 


Military service, WMuny man with only partiel diaabilities, who would 


be retained if omployed in civilian organizations, muet be seperated 


from ths armed forces. 

Under the provisions of the Career Compensation Act 
of 1949, conditions of retirement and gzepuration for disability have 
been completely reviced. After it appears probsble that ean individual 
has a Gisabllity to sueh an extent that he is not qualified to perform 
the duties of his rank, the dagree of disability {s detormined on 
pereentage impairment besis by the Veterans! Adazinistration, A siven 
Gisability percentage represents the degrees to which the espeacities of 
a Ginableé inégivicual fll below that of = normel person. For dia- 
abilities of less thun thirty per cent, the officer or snlisted man 


eoncernéd is asparated from the services with severasee pay (two months’ 
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-~—active duty basic pay per year cf service to a meximum of two yosre 
basic pay) unless he has mors then twenty yours service, in which casa 
he may retire st the 2: per coat rate. For a disebility of thirty per 
Cent or more, the individual fa retired, with a choice of pey equal to 
the dieability peresntage multiplied by hic basic pay or pey at the 24 
per sent rate. A» exception ie mace in the case of the indiviéual with 
less than eight yeers services whoge disability is not She result of 
performance of actual duty. In thie case he is separated with severance 
yey. If thosre is eny question as to the permanence of the disability, 
the serviceman is placed on a — diaability retirement for a 
maxiaua of five yesursa. During this period he is given periodical 
physical exeminations, and prior to tho terminatiog of the time period, 
Gecision must be asde es to whether or oot his active servies Will be 
terzinsted, 
Comperison. 

The conditions under which personnel mnat be 
seperated differ to such a degres betuver the two caterories (armed 
forces veraus business and industry) as to aske impracticable any direct 

— comperleon. Cne fector thet should be coneidered in ovaluatinog the 
amount of benefits thet are grantedé armed forces personne) is the 


poesible employability of the partially dissbled servicemen in civilian 


iLife, 


Survivor benefits. 


General. 


Survivor berefita refer to payments made, in a 
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retirement syetem, to the depenéentsa of deceased sspleyees. Recognizing 
the importance of aecurity to employee dependents, the iaclusion of denth 
benefits muy be considered an important part of a retirament aystem, 
Whether or not a ratirement system provides for payment of survivor 
benefits depends on the veating preetice in that systes. Usually where 
@eath benefita are vested, a distinction isa made betwsen Geuth before 

petirement and death sfter retirement. 
Business and industry. 

Death beneSite prior te retirement are rerely pro- 
vided as an integral psrt of grous annulty or selfendministered plana, 
although such provision is frequently mede in the case of individual 
annuity plens. In the O'Neill survey (Table XX), none of the 313 group 
annuity plans provides for benofitea on death prior to retirement. of 
12) self-adainiatered plens, 31 plans (26 per cont) provide for death 

benefite, end of 152 individual ennuity plene 159 (99 per cent) make 

such a provision, ‘Merny orgenizationse whose retirement plans sallow no 

pre-retirement survivorship benefits, earry group life insurance, usually 
contributory, Of the 313 corporations with group ennuity plens, at least 
235 (75 per cent) offer such insurance, Of the 12) corporations with 
self-adaisistered plans, at least 91 (75 per cent) offer sroup life in- 
‘suresce, 

Some plens make provision for the payment of 
survivor benefits in erent of the death of an omployse efter retirement, 
Under indcivicusl e nudity plane, it La common to guarantes payment of 4 


minimum totel retired benefit. If the retired employee should die prior 
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85 
to payment of this alniaum, the balance is paié to his designated 
benceficisry. Under group annuity plans, the survivor may receive the 
amount of the employee'ta contributions minua the amount of retirement 
benefits paic prior to the death of the employee. Often in group annuity 
Plans, the retiring employes may elect a reduced benefit rote so that 
after his death payzents will continues to his widow for the duration of 
her life. The writer hes no information to offer on selfeadmainistered 
Plans. Under the group life insurance plens mentions’ in the preceding 
section, retiring employees sormally have the orivilegs of continuing 
to cerry ofter retirement all or part of the insurance with the full 

-azount of premiums paid by theaselves, 
Armed forces, 

Dependents of persons dying on active cuty sre 
entitleé to lump sum payment of six months’ active duty pey. If the 
Gecoused has served in time of war, dependents also are antitied to a 
monthly pension (Table XXT). 

In no cage ere depesdenta of retired or separeted 
non-veterane entitieé to survivor benefits, hen death of « Forld Nar II 
veteran, not on active duty, oecura, survivorehip benefits ere payable 
oniy if the deceaned hed beon retired for disability. 

Service personnel ara elizible to purchase up to 
010,500 worth of government life insurance which may be contineté ofter 
separation from the armed forses, 

Comparison. 


The armed forces appear to be on a per with business 
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&6 
ané industry in the matter of survivor benefits if the availability of 
life insurance is considered. However, certain iaprovensets in the 
armec forces retirexont syster ere considered advisable. First, in 
@ppreciation of ths importance of providing eocurity for dependerta, it 
is advisable to make compulsory the purchase of government life ine 
sursnce, Jeesnd, the effectiveness of the retirement system would be 
greatly increased by allowing the option of electing the payment of 
retired benefits at a reduced rete, with provision fer continuing pay- 
meat of benefits to dependents after death (joint and survivership 
enpuity). It ia noted that emong the retireaent systexs administered 
by the federal government survivorship annutties are now availeble under 


@ll of the contributory systoms.4 
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TABLA ATX 


COMTRIDUTCRY GROUP INQURANCE PLANS 
FOR DSATH AND DISABILITY (RON~OCCUTATIONAL) 





Total and 
Rage or Salary Life Parmanent 
Company Range(Konthly) Insurances Disability 














= eo SS. eee Se, pa a, ee_rlee a ar eR OE Pp a or a 


Cudahy Packing Up to 6435 1,000 to 10,000 $1,600 to 10,000 
Buda * " 200 1,000 to 1,500 1,000 to 1,500 








Stand, O11 of Calif, " " 600 2,000 te 6,000° esse « 
Loekhead Airereft “ = 800 500 to 25,000 500 to 10,000” 
Boeing Airplane »" * 6500 2,500 to 10,000 2,500 to 10,000 
Raytheon i’ f'g. * * 500 2,000 to 9,000* eee ene 
Dougles Aircraft » *# 800 2,000 to 10,000 2,000 to 10,000 
Hormel # © 625 3,000 to 15,000 ~<a he = 
Kat’l Cash Regieter a 2,090 2,900° 

Yale & Towne M’f"¢. estos 1,500 1,500° 





Note: ss. In eddition, limited amounts of free insurnoes are provided 
by compuny. 
b. Partiel disability, favolving loes of one eve or limb, also 
covered to one-helf emount indicsted, 
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TABLE Ak 


PREORETIREV INT SURVIVOR BEREFITA 1ND LIFT INTURANCER 
If 612 CORTCRATIONS HAVING RETIREMONT SYSTEMS, ONTZILL suavsy® 








323 152 "pa 
Group Individual Self-Adzinistered 
Annuity Annuity 
Conditions 

Companies Companies Cogpanies 
Years service = 3 { Qf) 15 (122) 
ge wad service « ~ 3 ( 3%) 
Other - 2 ( 2%) ™ 
Hon-iamedi sate vesting - 145 (95%) 13 (211%) 
Group Life Ineurance 235” (75%) - 91>( 75%) 

TOTAL 754 9% 1014 





eee — pant pap, rem Dek Se ale 


Note: a. Source: Hugh O'Neill, Modern Pension Plons, ppe 320-322, 
b. Minimum fivures. Additional companies, not Adentified?, say 
have group life insurance plans, 
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TABLZ KXI 


MOETELY RATES OF COMPENGATION TO FILO#S AND CHILDQIN 
OF DECRASZD VEPES4NGS OF FORLD WAP II 


Rach 
Widow & &£dditionel 
Condition Si dow? 1 ohiia> onize? 





Death occurs in wertime or was 
a result of wartine service 875 $105 925 


Death occurs in peecetize 
while oc active duty 690 Sa 20 


Note: a. Source: House Cormittee Print No. 173, Slat Congrese, let 
Seseion, Addendum Section, p. 32. 
». Provision zlse andes for dependent ehildron alone aad for 
dependent parents, 
Except in the case of death resulting from wartime services, 
no benefits ere payedle efter separation unless ths cocensed 
wae rotired for disebility. 





CHAPTER IX 


SUMMARY Alb CONCLUSION 


Yorme] retirexest place heve deen in existence in business 
ead industry since 1874, but their development was relatively slow until 
about 1930. During the recent war yours, there was a tremendous increase 

ia the number of plans, principally o3 a result of the cllowanees to 
corporations of income tax deductions on profits turned over to reotire- 
gent systems, ani also az 4 result of the high exeezs profite taxes in 
effect during those years. Although retirement benefits have been gives 
the armed forces since the dsya of the Revolution, it was not until the 
lstter part of the sineteenth century that benefits for other than 


Gisabdility were extended to cover the majority of ailitary personnel. 


Purpose. 
Retirement systems offer advantages to the employer, to 

the employee end to society. The employer is bonefittad by having a 
convenient and fair method of disposing of saployees who are supere 
annuated or dise>led, A ratireaset system also asrves the purpose of 

attracting personas] to hia organization and influencing then to remain 
in his service, In the armed forces, retirenent serves the important 
additional purpose of complesenting the promotion syxtex under which 
leree percentages of officer personne) aust be eliminated at all ranks. 
To the egployos, the prinsipel value of e« retirement aystem lies in the 


security it provides for him and his dependents. Soctety places s value 
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91 
on retireaent programs because they reduca the need for public and 
private ehsrity and increese the number of independent end self-respec- 

ting merabers. In this sense, it is preferable that membership by 
enployees in retirezsnt systems be compulsory. Beceuse of the stability 
of income provided through such systeas, the economic kealth of the 


natioa is supported, 


t for ratirescent systems. 





The costs of ratirement ayetens may be absorbed in 
inersaned productive efficiency. here this adsorption does not take 
Pplees, the consumer pays for unabsorbed coats. According to the deferred 
wage theory, which thin writer supports, retirement benefits are actual 
compensation to the employse, payment of which is deferred. In this 
@gense, it is the employee who paya the costs, whether the plana be con- 
tridutory or non-contributory. Thies theory, supported by respected 
writers in the ratirement field, is closely related te the practices of 


Weating. 





Whether a retirement system should be contributory or sot, 
is a highly controversial question. A contributory system is edven- 
tageous to ths employve beenuse the sur-e:y of receiving benefits is 
greater; there is greater likelihood of vesting in case of early sepsrae 
tion from the employing orgenization; provision for voluntary soatribue 
tions sre amore likely; grester esployes control of the system may de 


expected; there is higher probsbility of varying equities upon retirement 
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through optional shoice of methods of benefit payment. However, the 
employes may exrect to pay higher income taxea unter @ contributory 
eyatem, becenss bis contributions are not cejuctible from taxable 
income, wherens theaw of the exoloyer are deductible. From the 
employer's viewpoint, tha contributory syster offers tha aavantsge of 
limiting excessive retiresent benefit donends on tho part of the 
employee, and of increasing employee interest in the progran. However, 
the adainiatrative coste of the employer, in a contributory system, will 
be higher; the employer will probably be loas sble to retain the om. 
ployee, and will probebly reseive less credit for the benefits. ociaty 
finds the centributory systes advantageous because it is aore likely to 
guerantee benefits throuch the use of sound actuarial funding methods 
and also becvuse of the opportunity for roluntery contributions on the 
part of the employes, 

Perly retirement plans in buelnesa end incuatry wers 
predominantly non-contributory, but during the 1930's and up ustil 
Porld Wer II, new plana adopte*t were predominsatly contributory. Dering 
the war, there was @ saving to non-contributory plans because exployersa 
with high profite took advantage of the tax ezerption privilege applying 
to retirement plan contributions. A trend beck to contributory plers 
took place efter the close of the war and, tindings of the President's 
1949 ateel fect-finting board aotwithstanding, thia trend appears to 
heve costinued into 1949. The majority of plans is existence ere non~ 
contributory, but o2 a basia of employees covered, the differantial is 


small, 
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Among contributory plana in buainess and inéustry, it ta 
typical for employees to pay about two per gent on tha first $3,000 of 
sompensation (the limit ror Soeial Security payroll deductions), and 
about four per eent on that portion of compensation over $3,000. The 
rate of employee contributions is likely to be reflected in the smount 
of benefits provided. 

The writer belioves that the ecoption of a contributory 
aystem would be acdventaceous to the personne: of the armet forces, 
although it would result, st leest temporarily, in a decresse in takee 


home pay. 


Vesting is the transfer to the employee, prior to norm) 
retirement, of title to money puid into the retirement system on his 
account by the employer. This trunsfor may tzeke plece immedistaly upon 
an Omployee'’s joining the system, or it may be deferred, It may take 
place gredually over a period of time (graded vesting), or all at one 
time (full vesting). 

Vesting recornizes retiresent fends eae being deferred 
compensation, belonging to the employee. ‘here there ia vesting, an 
employee who leaves en orgsanizetion before he hes geined the rirht to 
noragal or early retirement benefits aay be paid a lump sum or may 
receive a ceferre’ ernuity. 

Vesting is desirable becauss it favors the security of 
the employee end facilitates the mobility cf leber. From the employer's 


Viewpoint, it is undesirable becsuse it decreseaes hia ability to hold 
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94 
the employee is service. 

The large sejority of plans in business ani inéustry pro- 
vide for vesting. Conditions for vesting wero usually based on yeurs of 
service, on agé, or on age ant service, Service requirements vary fron 
one to twenty-five years, age requirements vary from thirty-five to 
eixty. Only & smell pereentage of pluna allow ismediate full vesting. 

It oanrot be ssid thet there in eny vesting in the armed 
forees exeost through benefitea provided under disability snd foreed 
retirezent. There is no provision for peyment of “deferred wages” to 
officers who resign thair commissions; for snlisted sen with less than 
twenty yercrs cervics who do not reanlist; or fer parsons dismissed from 


the service as a reault of courtemartiel action. 


Funding. 

Funding refers to the advance accumulstion of money for 
the future payment cf retirement benefits. ‘then there is no funding, a 
Plon ie saic to be en unfuaced or cagh disbursement plan. A plan is 
partielly funded when it aekos some, but not complete, advence accusu- 
lation towsrd the puyment of future bensfits. 

Only under a funded ratirement system ere sooiety and the 
employes literelly guaranteed thet promised benefits il) be peid. 
Funding is aleo in sccorderce with acund business principles because 
the retiresest fund represents « depreciation reserva on the human 
"machine”, aizilear to that provided for ectual plent machinery. Coste 
ere peld by the presect generation, the beneficiary of the esrvices 


rendered. lLastiy, funcing has an importest peyohelogicsl advantses in 
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95 
relating benefits more cloeely to the prospective esapacity of sagloyers 
to pay then. 

Among penaion plens in duainess and industry, fuading is 
slaoet universal, The retiresent system of the armed forees, on the 
other bend, ia entirely unfunded, 

The Hook Commission considered a funded systes in the 
araed forces te be impracticable beesuse of the difficulty of aotueriel 
computation, snd considered it unnecessary because of the tuxing power 
of the government. The writer recognises the former dirfieulty but doas 
not consider the government's power of taxation to be a valid reason for 
not using a funded system. The interests of armed forces personnel and 
society would be better recognized if a partially funded syatem, such as 
is used in othor federal retirement plans, wers adopted. At presont, 
there ia no guerenteo thet futures legisletion, such ae might be enacted 
during a period of severe fcovernment eccnomy, will not reduce proxnised 


benefitea. 


Superannuation retirement. 


Superannuation retiresent ig necessary to eliminate those 
eaployess whose mental or physics] performince has declined to such an 
extent as to adversely affect the productive efficiancy of the employing 
organization. 

Usually no diatinection is aade between physics] end mental 
superannustion retirement in business enc industry beesuse aging ene 
ployses, who in their oerlivr yesrs wore engoset mainly in physical work, 


Can be trenaferred to supervisory enc indoor positione. The situstion is 
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96 
approxiseted in the conse of armed forces officer personnel, but the 
G@uties of the enlisted men recuirs high ohysics] stoming throughout his 
career. In the ermed forces, then, a distinction between physical end 
mental superannustion is justified, in business ané industry the 
retirement age is sixty-five yasra io over ninety-five per cant of the 
plans considered in this etudy. Ina the ermsd forces the age ia sizty- 
two yesrsa for officers, with few exceptions. DBecsuse of the existance 
of a foreed ettrition system uged in advancement from rank to rank, only 
officera in the senior rank reaeh the auperannustion ase. For enlisted 
persosns] there in no mandetory age retirement. Bacause of the absence 
of such provision, volustary retirement undar the thirty year law is 
eevered in the chapter on supvracnuation retirement. However, most 
anliated men take adventace of retirentnt under e twenty year law 
(disoussed in Chapter VII). RBeesuse of the requirenents of military 
service in time of war, the superannustion aze differentiale detwoen 
arazed forces personnel ané those in business and induatry are considered 
justified. 

The stiperannuation retirement berefit should be such thet 
it provides minimum subsisteses to the employee und hia dependents. 
Preferably, it should recognize their atunderd of living. 

Since the retirement benefit is deferred compensation, it 
is re@aonable thet it should bear soma relation to compensation during 
employment. Use of a percentages rete sultiplied by years of service 
appesls to the gonee of feirnessa to the employee. Geod practice in 


funding usually requires that hbesefits be releted to sverage annual 
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97 
compensation. here employees advence up the sslary seals at a uniform 
rate throughout their services, benefits besed on Tinel compensation are 
in reasonable sccordence with funding prinzciplea. Also, benefits based 
on final compensation recognize tae purchssing power of the dollar at 
the time of retirement. The retired employee would erjoy the greatest 
security if benefite were gears’ to the charging price index, 

In business and industry the most common practice ia to 
relate benefits, on a percentage basis, to average annual compensation. 
Because of the svsilebility of feels] Security benefits on annus) come 
pensation up to $3,000, different benefit ratea ore usually used on 
compensetion above and below thie amount. In the armed forces, the 
benefit is equal to finel basic pay tines veare of service times 24 per 
cont, with @ maximum of 75 per cent of basic pay. 

On a oller comrerison besis, it would appear that the 
superennuited officer enjoys @ great advantage cver his civilien countere 
part. However, when sllowance is mede for the lower service psy received 
by @ Reur Adairal (Brigadier General), as compsrac with the pay of a 
eivilien with comparable duties, the benefits favor the civilian. 

The enlisted me: sho retires at senior rank, with thirty 
years service, enjoya @ consicerable doliar advantege over his civilian 


counterpart. 








Forced attrition. 


Organizations in business ani industry must adjust 
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98 
the size of their exployes forces as dictated by the volume of business. 
When busisess falla off, forced attrition of personnel sust be effected 
go thet the organization can maintain its economic stability. Similarly, 
the personne) of th» armed foress is dietateé by the international aitu- 
ation. When diplomatic solution of international problems ia effective 
end report to vielence is unlixely, the nation reduces the size of its 
defense ostabdlishzent. 

Foreed attrition resulting from the system of 
promotion is peculiar to the armed foress. In order to seintain vigerous 
and effective leadership within the officer ranks, it has been found 
neeceseary tc employ « system of promotion that involves foreed attrition 
at all ranks except the lowast. By 1957, the promotion system will be 
functioning in such «a way that out of each thousand officers in the two 
junior renks (combined length of service-e-six yeurs), only two will 
atteia to adairal/general renk (leagth of service in rank six to ten 
years). 

Retirement aysatemsa in businesa end industry meet 
the foreed attrition problem either through vaeting or early retirement. 
Zerly retire:ent refers to pre=-superacaustion retirement, under which 
en immedinte benefit is paid at an actuarially reduced rate. For early 
retirezent, sost plans require either attainment of an ase (usuelly 
fifty-five years), or attainment of en age (usuelly fifty-five) ard a 
given length of service (ten te twenty years). 

Ie the armed forees, officera not selected for 


aivancement to the top three ranks ("Near Admirel, Teptein end Commender 
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9 
in the Reavy) ere retired ot 23 per cent of finel basic pay times number 
of years of service. iIn the lower ranks, passed over officers are 
separated with saverance pay. 

Boesuss of the differing conditions under which 
foreed attrition texes pleoe, it is eanzidered impracticable to make a 
comparison between benefits in business and industry en! tha apparently 
liberal benefitea in the earned foroes. 

There ig no provision for foresd sttrition among 
enlisted perso:nel except through the rejection of applications for 
reenlistment. 

Voluntery retirenont-erequested by omployee and approved 
by employer. 

In buginess and industry, retirement that is 
requested by osployees comes undar the heading of early retirement. 
Among pluns which provide for early retirement, the m jority require 
company aoprovel which is presunstly granted only when the termination 
of employment is in the beat interests of the omploying organization. 

Officer ond enlisted personnel in the srmet forcas 
may, Upon request, and subject to approval by higher suthority, be 
retired after twenty yeoers service et the 24 per cent rate. In the 
absenee of 2 forced attrition system, such requests are inveuriabdly 
Granted to enlisted personnel. For officer personnel, such requests 
ere haadlec on a basis of the nests of the eenrine. 

As in the ceee of forced attrition for officer 


personnel, benefits under volustary ratiresunt are extremely liberal. 
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Although tais type of ratirement raduces the ansed for foread attrition 
ia the promotion system, the ifbersl benefits do not appear to be sas 
justifiable as they ars in cuse of foread retirement. For snlieted 
personnel, the liberal benefits are more readily justified beonune of 
the sbsence of a foresd attrition systen. 

Rstiresent anc separation without the arproval of e=rloyer, 
and resignations. 

In businesa and industry, the employes who quite 

may expect to retain an equity io: the retirement fund through vesting 
| provisions. Gnaly twenty to thirty por ceat of retirement plane ellow 
| early retirement without ayprovel of the employer. 

Tne officer who resigns his coanisgion and the 
enlisted men with less than twenty years service whe does not reenlist, 
lese all equity in the retiroment system. Likewise, all equity is lost 
by those who are diemiseed from ths service as @ result of courtenertial 
action. 

Gompromise in the armed forces, 

It seems roasonable that some compromise ahculdc be 
made between the liberal berefits received by those who are voluntarily 
retired and the tots] absence of dbenafite te those mentioned in the 
preceding peregraph. It in recommended that in both cases tho indiridusl] 
recsive either an iamediate benefit, at «a reducad rate, or « deferred 
benefit at the full rate, The principles of wasting should be recernized 


in all separationa. 
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in business and industry, separation vecauase of partial 
disebility is normally unnecessary because of the ability of employing 
orgsnizations to provide positions w ich gest the disability limitations 
Of the smployee coneerned. In the armed forces, on the other band, the 
eenes ity for a high stendard of paysicsl performance ia such that con- 
tinued smployzent of the pertially disabled would often be detrimental 
$0 military effeotivenoss, 

Survivor benefitea sre usually provided for in businesa and 
industry sither through the retirement plan or through contributory group 
life insurance. In the ermoed forces, the equivalent of six aontha pey ie 
Given tc survivora of persens whe die while on ecotive duty. Survivors of 
woterens of Yorld Ter II are eligible for « pension if death occurs while 
On active duty or sa s result of wertine service. The srmed forces 
Y@etiresent system could be improved if retiring personnel were sllowed 
tie option of electing a reduced beaefit woich would continue throughout 


his or her life ond that of hie wife or busbend. 


G-ncluding remarks. 

In this study, the writer hus tried to demonstrate that 
retirement ayatema serve important purposes both in the armed forces 
ené in business and in¢ustry. Shere practicable, direct comparisona 
have boon made between the retirement systems in these organizations. 
However, special conditions in the defense establishment, such as ‘orced 
attrition and hich physical requirements, prevent a valid comparison of 
many factors. The writer bellevea thet the armed forces retire@ent 


system would se improved by 8 chaaee to a contributcry, pertially funded 
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system; by the extension of the principles of veating to cover all 
personne] with sore than five years aervice; and by the inelugion of 

— methods of receiving retiresent income, These mecdifiestions 


are considered to be dcth fair and practicable, and in the best 


—_— of military personnel, the government, and society, 
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AT wEerpik A 


CAREER PAY OMMPUTATIORN FCS OFFICER WAVS"CRP\]T UN I POMATeET 
PROVITICHS OF PUBLIC LAW 361, S8O7TNH ConmeRrEss 
AWD ASTOMPD ADV eC tewt FoR PNLI-?P7D FERCONNEI. 
(OM MONTILY merrs) 


me A a eo 


Officer (40 yeers) Snlieted (30 yeers) 
Fay WRevy Pay wavy 
Yeer Grede Ranok Pay Allowence® Orede Rete Tay Allowance” 
an eee Le ee GEE ee i eee Ei ee eee 





1 ml Bnsign (214 $ & B-l 8.8. 9% 75 $ 32 
2 . “ 214, 4,2 Ee2i«SAW «8B 32 
3 4 a) 228 2 r ¥ 90 32 
4 0-2 LTO 264 124 £-3 SF. 105 32 
2 v ” 278 125 ad 7 110 32 
6 ° ‘ 278 125 . ° 110 32 
7 O-53 i? 342 132 Rai, FO3 140 32 
8 " " 342 132 i . 140 100 
g " w 356 132 A) sd 147 n 
10 ' " 356 132 Kas FO2 169 > 
12 - . 370 132 : . 176 s 
12 ’ ‘ 370 132 “ al 176 ” 
13 064 LEDR 427 147 B-6 6 POL 206 . 
14 * sd 428 147 nr oD 206 9 
15 7 ‘i 44,2 147 s . 213 ‘ 
16 ’ . hyby2 147 . = 213 ? 
17 7 i 4,56 14,7 f=7 Cro 250 ° 
18 . " 456 147 . " 250 » 
19 0-5 ODPR 527 162 e « 26% ° 
20 " " 527 162 n n 265 " 
21 -" . 527 162 " » 265 - 
22 ” ” 527 162 A a 265 
23 " . 556 162 " " 279 " 
24 7 556 162 “ " 279 . 
25 f " 556 162 " " 279 
26 O-6 CAPT 641 162 : " 279 2 
27 . d 670 162 : ¥ 294 - 
26 “ q 670 162 ° ” 294, ” 
a9 * " 670 162 - 7 294 ¥ 
30 - . 670 162 , 7 294 . 
31 O-7 RADK(lower@26 192 
32 7 " helf)826 192 
33 P be 826 192 
34, “ 4 B26 192 
3 192 " 


192 





192 








22, 2b 6 03 ’ : 7] 
Aver. per m0. 557 161 207 Bi, 
Aver. (pay end 
Bllowences psr ao. $708 @291 
COMP TATIONA FOR PAS USD OVER OFFICERS 
LP. CDR. PAY ALLO ALORS TOTAL 
18 years (eubtotel) $6,274 92,174 
2 yoors edditione] “ 
20 yeare (Tota) $7,2 e-ite 
Average 362 123 64685 
COWWANDER 
25 years (subdteots])} 19,040 3,308 
yoar adéitionel | 
yeors (Total) $3,4 542 
Average 133 
CANT_IN 
3 years (eubtotel) 13,377 4,142 
yoer additionel 136 
years (Total) #24,0 t4,280 
Average 454 138 $592 





Note: e. Jacludes quarters and subsietsecce; thsaign with no dependents, 


Gependents for hieber renks; hezerd-incentive (as flight end 
submerice) pey, value of medical sore, leundry service, 
reerestione) facilitiae and haircute not considered. 
Iccludes quertera ellowance only and sesumes dependents only 
after seven yexra service. Hezerd-incentive (es flicht and 
eubssrine) pay, eas en4 forsign pay, reenlistaont sllowances, 
lodging on atatioos in first aeven yenra, medics] osrs, 
leundry s@rvice, recrestional faciiities end helirouts not 


corsidered. 
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APPR DIX B 


COMPARISON OF PAY IN ARMED FORCES aND IS BUDIVES* 
AND LOOUSTAY POR COMPO RARLE + orx® 





Percents ge 
Pay Weighted Relation 
Grade Rank High Lew Average Kevy/Civil 


0-8 ae Sot 
dvilien 3 $2083 92767 35% 


Armed forces buaic pay? 955 955 955 





















and eliowences® 1147 1147 1147 41 
O-7 Brigadier General /Re»r Admiral Lower) 
Civiiien 1292 1250 1902 
Araed forees basic psy? $26 826 826 43 
1" a a @ 
end allowsnces® 1018 1018 1018 Sh 
ese 
iviiian 1923 4,98 987 
Armed forces basic pay” 670 641 667 67 
end allowances? 832 803 829 84 
O-5 Lt. Colon ol /Comesnter 
Civilian 1667 368 619 
Araed forenas basic pay? 556 5297 539 67 
end ellowances® 718 689 701 113 
O-4 Mujor/Lt. Commander. 
Civilion 938 416 571 
Arsedé forees beaic pay? 456 427 442 77 
acd ellowences® 574 569 566 103 
Soph tisuseosnt 675 350 515 
Armed forces besic pry? 370 342 356 69 
and ellowences® 502 ATd 458 95 



















Civilien 2509 389 

Anand forses basic pey” 264 273 71 
.. P = 402 308 397 103 

Sivi “yy _ 610 225 396 

arsed torees basic pay? 23, 250 295 69 
a quasters a 394 354 375 95 









Hote: a. Date on civilian pay from 
(Weahington, 0.C.: Government 
5 PP. 22-23, 

bd. Factors not considered in Navy pay--medice) cure, leundry ser- 
vice, recvestionel facilities end heircuts, subsistence end 
quertera eallowunces. 

©. Subsistence cnd quarters ellowances ors incicsated. 

a. Quarters allowsnce only included. 


inting Office , Aopen~ 
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COMPARISON OF CIVILIAN COMPENSATION AND .ILIPARY CCMORNSALION 
PROPOSED BY THE HOOK COS ISSION, 19487 


DOLLARS FcR MONTH DOLLARS PER YEAR 
: EEE } 
3,000 36,000 


i CIVILIAN RANGE 


| MILITARY RANGE 





2,500 30,000 


2,000 24,000 


18,000 


1,500 : 

Jimena i 

500 LETT hal 1 il 6,000 
0 cee 0 


7TH «86TH «651H) 4TH ist | 2wno oe CAPT. MAd. a COL. 8RIG. MAd. 
SmistED CT. GEN. GEN. 
LOWER LimiT OFFICERS, BASE PAY PLUS ALLOWANCES WITHOUT OEPENDENTS 
MILITARY RANGES 
UPPER LimiIT 


ENUSTEO, BASE PAY (iNCL UDING FOUND) 


OFFICERS AMO ENLISTED GRADES 1-4, BASE AND MAM MUM LONGEVITY PAY PLUS ALLOWANCES WITH OEPENOENTS 
ENLISTED GRADES $-7, BASE AND MAXIMUM LONGEVITY PAY 


CVILIAN RANGE; LIMITS REPRESENT LOWEST AMO HIGNEST RATES REPORTED IK SURVEY FOR COMPARABLE CIVILIAN POSITIONS 
a. Source: Career Compensation for the Armed Forces (W-shineton, 
D.C.: Government Printing Office, 1948), Pp. 21. 


NOTFs Paz schedules adonted in 1945 for officer ersonnel were 
actually lower th-n those vronosed. 
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